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The Financing of the Budget Deficit in the Period 
October 1939 - February 1940. 


~4.° During the first six months of the war the budget deficit 
“was financed entirely by floating debt, National Savings Certifi- 
cates and 3% Defence Bonds. It is therefore reasonable to 
investigate this period separately from the next one in which 3% 
-War Loan was launched. We confine our analysis, however, to the 
five months period October 1939 - February 1940 because develop- 
‘ments on the money market in September were complicated by the 
flight: of funds from London and the surrender of gold. 


The budget deficit is, of course, always ultimately 
financed out of the funds returned to the market by current expen- 
diture. These funds appear either as excess of private saving! 
over private investment”, or as an equivalent of sales of gold and 
foreign assets to cover the negative balance of payment. 


The object of this note is to estimate to what extent the 
five months gross deficit of £354 millions was financed from these 
two sources and through what channels the funds were provided for. 


2. Let us first consider the negative balance of payment on 
current account. 


- - The negative balance of trade in the period amounted to 
£238 millions. The chicf invisible items to be deducted from it 
are: the incomes from shipping, foreign investments and insurances. 


Income from British shipping was £100 millions in 1938, or 
about £40 millions for a five months period. If freights per day 
_ and degree of employment of the British merchant fleet were the 

same as in 1938 it is this amount which hed to be taken into 
account. There is no doubt 5’ ‘however, that’ both these factors 
increased considerebly in war conditions. There are-no exact data 
available on this point; but running costs per day are said to have 
increased by about 40%. To allow for fuller employment we assume 
‘rather arbitrarily that the total increase in revenue from shipping 
was 60-70% and so arrive at a figure of £65 millions. «| ; 


4 Transfers to sinking funds will be included for the sake of 
convenience in "private" savings. 


_2 In “private” savings and investment we include here also those 
of local authorities and public insurance funds. 
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income from overseas ‘investment amounted in 1938 to 
£200 ets and in 1937 ,to £210! millions. This item is partl 
dependent on the prices or raw materials but, as shown by the 
above figures, not very strongly 80, for the difference between 
4937 and 1938 is not great in spite of the rather heavy fall of 
raw material prices in 1938. It scems therefore that £210 nil- 
lions may be taken as a basis without committing a large error. 
Secondly, dividend payments appear to be strongly seasonal, and 
to a great extent concentrated in March. But since in many cases 
the respective funds seem to be accumulated in London over all the 
year-we assume for the five months considered a proportionate 
amount, and so arrive at the figure of £85 millions. The revenue 
from short term interest commissions and insurances,amounting in 
4938 to £35 millions, would give about £15 millions for the period 
considered. We assume it to be reduced to £10 millions. 


As a result we obtain for the current negative balance of 
payment, in £ millions: 238 - 65 - 85°- 10, = 78: Additions 
should be made for Government expenditure abroad, in particular on 
the B.E.F., which is likely to raise this amount to some £90 mil- 
Sions. This figure is based on very precarious assumptions and 
Yidicates only the order of magnitude. 


Taking this figure for what it is worth, it seems that the. 
budget deficit of £354 millions was ultimately financed to the 
extent of £264 millions out of the excess of private saving over 
private investment, and to the extent of £90 millions out of the 
funds provided by sales of gold and foreign assets. 


‘§ The deficit of £354 millions was covered by an increase of 
£260 millions’ in floating debt and by the issue of £94 millions of 
National. Savings Certificates and Defence Bonds. 


It is rather purposelcss to use in this analysis the sub- 
division of the floating debt into tender bills, tap bills and 
Ways and Means advances. In the period considered, especially 
sinee the beginning of 1940, the distinction between tender and 
tap bills lost its significance. On the one hand, the Government 
Departments tendered for Treasury bills, on the other, tap bills 
found their way into the Clearing Banks portfolio. The best 
illustration of the inadequacy of this’ distinction for the purpose 
of our analysis is the changes in the amount of tap bills in 
January. . During this month tap bills plus Ways and Means Advances 
were reduced by £77 millions and it is difficult to find any 
plausible cxplanation but that tap bills in Public Departments 
were replaced by tender bills. 


4. ‘The most important item in the financing of the floating 
debt in the period considered was the accumulation of funds in the 
Clearing Banks. - Net deposits (deposits minus. balances with other 
banks) increased by £97 millions. Advances were repaid to the 
extent of' £11 milftiohs, but this was offset, however, by the. ; 
increase in investments by £6 millions; so that the total accum- 
lation of funds available for financing the deficit amounted to 
£102 millions......To. this corresponded an equal increase in the 
joint item of notes and balances with the Bank of England, money’ 
at call and ‘short notice, and bills discounted: ° This joint amount 
represents the accumulation of Treasury bills in the Bank:of Eng- 
land, discount market, or Clearing Banks themselvés, corresponding 
ae ee in the banks of the exeess of private saving - 

r private investment or s : r ne! 
ae et 7 funds released by the negative balance 
Some readers may deny +} i j 
they are ately acne Pr ea eee ei te uebexteca ae 
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ro tanta and thus th ; 
ea s € newly created money is the property of the 
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Out of the total increase in net deposits of £97 million: 
£84 millions were on current and £13 millions on deposit account. 
Current deposits tend to expand clearly 1n connection with risin 
prices: the increased turnover requires more money for transactic: 
unless the short term rate of interest is increased to such an 
exvent as to induce people to keep their cash holdings unchanged 
in spite of the greater volume of transactions. 


The increase in the note circulation outside banks ‘to 
which corresponds the purchase of Treasury bills (or’ granting of 
Ways and Means advances) by the Issue Department af the Bank of 
England may play exactly the same réle in the financing of the 
budget deficit as the accumulation of funds in private banks des- 
cribed above. In the period considered there was no appreciable 
change in note circulation outside banks, so this factor does’ not 
come into the picture. ca? ab dip 


5. We next examine the funds available for financing. the 
budget deficit in Savings Banks, Unemployment Insurance, “and War 
(Commodity) Insurance. The deposits in Savings Banks increased 
in the period considered by £22 millions. The surplus of Unem- 
ployment Insurance Fund in 1937/38 was about £20 millions. |For 
the period considered it may be estimated at £10 millions. ° | 
Finally the premiums received by the War (Commodity) Insurance 
Fund for the first six months of the war were £18 millions, and. 
there were no appreciable disbursements; since the premium in the 
second three months was reduced twice as compared with’the first 
three months the accumulation of funds in the period October 1939 
- February 1940 may be evaluated at £14 millions. The total 
accumulation of funds in these Government Departments during the 
five months amounted to £46 millions. It is clear, however, that 
this amount was not necesserily invested fully in Treasury bills 
or Ways and Means advances. Savings Banks, for example, might 
have bought bonds on the market. We may-assume, however, that a 
considerable part of £46 miliions contributed to the financing of 
floating debt. (In so far as the funds received by the above | 
Government Departments were used to increase their deposits in the 
Bank of Ingland they indirectly bought Treasury bills in the 
Banking Department of the Benk of England. ) 


6. -We estimated above the negative current balance of payment 
in the period considered at £90 millions. Judging from U.S.A. | 
statistics.of the capital movements it was probably covered chiefly 
by the reduction of U.K. balances in U.S.A., sales of U.S.A. secur- 
ities by British owners, and the outflow of gold. The first two 
factors provide funds which may be invested either in Treasury 
bills directly (and through the discount market) or through banks 
(in the latter case they are included in funds accumulated in the 
banks, and have been dealt with above).. As to the outflow of gold, 
it enabled the Exchange Equalisation Fund to acquire Treasury bills 
or to grant Ways and Means advances. (In so far as the Exchange 
Equalisation Fund increases its deposits with the Bank of England 
it also overtakes indirectly Treasury bills;: cf. the preceding 


section. ) 


; If the new funds of Savings Banks, Unemployment. Insurance 
and Stock Insurance were fully invested in .the Treasury bills the 
scheme of financing the budget deficit by floating debt would be” 
as followsi= 9 + .° : fia . oat: ad: at; 

Funds accumulated in Clearing Banks, - 102 
Savings Banks, Unemployment Insurance, ond 

Stocks Insuraneg. -.-. a a a A: 

Exchange Equalisation Fund an € ome 
Were Qe. ra « bump ~ “260 millions 


By the public are meant here all persons and enterprises buying 
Treasury bills directly or granting loang to the discount market. - 


~ 
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mentioned above, £94 millions were obtained in the 
astte ie raean by the issue of Notional Savings Certificates 
and 3% Defence Bonds. It would, of course, ‘be erroneous to 
regard this amount. as actual current savings of small investors és 
which clearly could account only for a small part of it. This ud 
chiefly "old" .avings diverted ftom Building Societies and similar 
institutions which either sold. securities’ to people who actually 
saved the amounts in question, or received:deposits from then. 
The savings inyested ultimately in National Sayings Certificates 
and 3% Defence, Bonds are not more "genuine® than those invested i-. 


Treasury bills. 


Could War be financed by Short Term Borrowing? 

It is not without practical importance to consider the 
consequences of a permanent financing of the deficit by floating 
debts.’ If the rate of ‘interest were not allowed to increase the. 
banks would be bound’to expand their deposits and holdings of 
Treasury bills (inclusive of money at call and short notice). 

It is, however; likely that this expansion would proceed in general 
more slowly than in the period considered, which created a strong 
increase in the requirements for current accounts. If the rate of 
increase in, the volume of transactions were slower a smaller part 
of the excéss of savings over investment would be accumulated on 
current account, ahd more (though not. necessarily pro tanto — 
would be invested directly in Treasury bills (cv dncoane market). 
Some increase in deposits, however, would be likely to occur’ and 
in.the longer run an expansion of the cash basis of the banks would 


be. necessary, 
Some readers may be inclined to think that such development 


“means "inflation" and that finding operations are necessary to 


stop it. -However, the increase in current accounts is the result 
and not the cause of the rise in prices; if the volume of transac-’ | 
tions increases, deposits on current accounts must rise whether the 
budget deficit is financed by short term or long term borrowing. - 
Funding operations may check to a certain extent the rise in time 
deposits by inducing some depositors to buy long term loans. © 

This, however, is hardly of great significance for curtailing 
private expenditure; bonds may also be sold to provide funds for 
consumption in excess of income or for investment. Actually it 

is not the way of financing the budget deficit but the restrictions 
imposed on private spending and investment in relation to the’ © 
increase in war expenditure which determine whether the economy 
will or will not turn into the vicious spiral. Funding operations 
in the war of 1914-1918 did not prevent a doubling of the price : 
level and'the fact that Germany relies chiefly on short term — 

bape Ba this war has not produced inflation. Another argu- 
ment against a onesided expansion of the floating debt is the-- 
belief that the Government might find themselves unable to -reborrow 
the required amounts from the market, and the inconvenience of | 
repaying and reborrowing part of the debt. every three months. But 
reborrowing is clearly always possible ‘at the market price, and this 
price, ise. the short term rate of interest, is fully controlled 

by the monetary authorities and the Government. 2 F 


Recurrent reborrowing of parts*of' the floating debt may be 
avoided, if desired, by issuing certificates sonsenasic at Sam de 
demand, on which for each complete calendar quarter interest is 
paid at the Treasury bill rate at the beginning of this quarter. 
Such certificates would have the advantage of being/easily available 
for diredt investment than Treasury bills, and thus théy would at- 
dees which otherwise would have found their way into time 


goer Fa PA however, interesting to notice that the acsumulation on 


deposit accounts: amounted in thé period : 3 
re Eh eyaeg un the period considered only to 
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A rather more serious objection ainst financi t 

budget deficit by floating ,debt may be weacd on the eeetcchat ict 
permanent accumulation of short term claims on the market increases 
the demand for “old" long term securities and that the resulting 
rise in their prices may encourage consumption on the part of their 
owners. The Government may however check easily the boom in 

old ". gilt edged by starting conversions which will of course 
reduce the prices of the bonds affected and stop the rise in price 
eee by creating uncertainty whether they also might not be’ 


To sum up: the contention that funding operations are a 
ara ee le a i policy is theoretically untenable. 
a oO important objections against, say, a "4 betce ap & a 
by floating debt, clearly. : far Sita Se 


THE ECONOMIC IMPORTANCE OF THE WAR 
ZONE _IN NORTHERN .FRANCE. - 


: At the beginning of June two regiens mainly were affected 
hy the German invasion of France. - 


.The Lille region (RegionI) consisting of Flanders and Artois, 

“or the counties “Nord” and "Pas de.Calais". The borders of 

Mie re pe run along Belgium in the north and near Peronne in 
6 south. 


2. The "Picardie"region (Region II) which forms a rectangle, the 

. one wing, with a width of about 60 miles, around the Somme, 
Abbeville, Amiens, Peronne, St. Quentin, the other wing, with a 
width of about 70.miles,along the Aisne, (Vervins,-: Laon, 
Soissons, Ch&teau-Thierry)1. 


Region I. - 


: 2 #3 : 

ae ‘The whole of Region I can be considered as a War zone”, 
and therefore certain conclusions of the g@conomic consequences of 

the present war can be drawn. : ; 


: The importance of this Region is far greater than the size 
of its area would suggest. The territory represents only 2.3% of 
arenas IE accounts for 7.3% (=.3/2 million) of the French popula- 

on. —~) 4 rs = g pa : 
The capital of the occupied Region I is Lille. Its | 
importance is indicated by names such as Cambrai, Valenciennes, 
Douai, Arras, Roubaix, Boulogne, Caiais, Dunkirk. 


Agriculture -and Food Industries. 
" CThis part of France is one of the richest agricultural 


districts of the country,‘ ‘and well. suited for a great variety of 
. farm activities, About 8% of oats and wheat and almost 3% of 
barley and rye are’ grown here.: :-: Large areas. of grass land favour 


4 We shall only deal with Region I. 
An exact estimate of the economic importance of the French War 
Zone is difficult. In default of a French Industrial Census 
information on national and regional output is incomplete. The 
areas of the twenty economic regions are drawn up irrespective 
of the boundaries of the individual counties, (there are ninety) 
for which in some cases data are given. In addition, the ter- 
ritories occupied or in danger of occupation seldom coincide 
with the limits of the economic regiong or with those of the 
counties. - ; 


= Gus 


the breeding of cattle, sheep and horses (especially race horses) 
Beetroot plantations near Cambrai and Avesnes are the basis of 
sugar refineries concentrated in this district; they, in turn, 

have stimulated the growth of chocolate, biscuit and sweet manu- , 
facture. One-third (4,000 acres) of #rance's hops culture are to. 
be found here. Part of the area ~- over 800,000 acres - is covered 
by woodland, which represents about 7.37: of the total French forest 
area. In addition, potatoes, vegetables, chicory, tobacco and 
sone textile and oleaginous plants are cultivated there. 


Manufacturing Industries. el 
The occupied area is more impoitant, however, as a mining 


and manufacturing centre. Roubaix-Tourcoing, the French Bradford 
famous as the seat of the French Wool Trade, of wool combing and 
spinning, account for about 60% of this activity in France. 
Roubaix-Tourcoing are known for the variety and originality of 
their articles and for their attempts to avoid manufacture of 
staple goods. The partial loss of industrial.capacity will 
heavily tax the balance of.trade in woollen goods. While it will 
automatically diminish French requirements of raw wool, greater 
imports of finished goods. will be noeded. At the same time, 
export trade in woollen manufacture will contract. . The trend of 
this. development can be illustrated by the experiences of the 
1914-18 war. Between 1918-and 1918 imports of raw wool into 
ea Roeder from- 286,000 metric tons to 44,000 metric tons, 
vhile’ éxport' of yarns fell from.102 million fre...to almost zero, 
and.exports of cloth from 220 million frs. to 40 million frs. The 
reverse side is shown by the considerable increase of imports of 
yarn (from 6 million frs. to 229 niljion frs..) and of cloth (from 
51. million fra. to 644. million frs.) ; oa ave 


‘The present position of: French foreign trade ‘in wool and 
woollen manufactures before the outbreak of this war is summarised 
in the following table, : Reig last icles — Res 


Erench “Imports: 1937. Exports. 

- From : : To 

TORGL. Gua eae Total. G.B. 
- _ 000 quintals. : a ee 
ool and Wool waste 2,135 34 781 154 
Wootlérn Yarn - Sea thes 1 
‘Woolken Cloth - i eae pe 7 


The cotton industry will suffer less, since’ other important 
centres are -estabdlished in Alsace and Normandie. : a oe 


2 eta 9S 


Based on-the semi manufactured: textile goods dust r 

producing final consumers' goods like clothing pte reese 

forth have been established there.-..On the other hand, the exis- 

tence’ of @vlarge ‘mining industry.,rd'of heavy industry-gave-rise. 

to the production ofa variety of light and heavy chemicals, of 

_ paints and varnishes, and of oil derived partly from.organic 
partly from inorganic substances. — ee : 


4 The value figures should be corrected-for chan: 
P Lue | rre d-for changes in prices 
Bei cce fact that a.greatcr, part: of Pianeé « partdoularly ae 
eastern districts, was occypied.in the last war. — _ 


Mining and Heavy Industry. 

it is the extracting and heavy industries which dominate 
the industrial structure of this region. The Lille area was pro- 
ducing 29 million tons of coal and anthracite in 1935 snd thus 
accounted for almost two-thirds of the total French output of 
46 million tons. If we add that imports from Belgium and Luxen- 
bourg, amounting to about 4.6 million tons yearly, are cut off too 
it becomes evident that the question of adequate coal supplies is 
one of the major problems raised by the German invasion of Norther 
France. Before the outbreak of war the main sources of supply 
were as follows. 

‘French output c. 46.0 million tons. 


Imports from 


Germany Oe7, 
Belgiun, Luxembourg 4.6 
Poland ; toot 
Great Britein 9.7 
Other Countries Det 
Total Imports (1937) 29.8 
Deduct exports 4-4 
Available for home 
consumption 74.7 million tons. 


France has lost 
29 million tons of home produced coal and 
ae " uy "coal imported from areas under German 


domination. 
= 46 million tons altogether. 


If we assume that there will be some reduction in coal consumption 
and make allowance for the fact that the needs of the Lille area 
are eliminated we may estimate that more than 30 million tons year- 
ly will have to be supplied. The main source of the supply will 
necessarily be Great Britain who had, before the war, delivered 
about 10 million tons. In other words, additional exports at a 
minimum of 20 million tons and possibly up to 40 million tons would 
be required in support of the French econony.:. 


We are guided in this estimate partly by the experience of 
the last war’. From 1913 to 1918 the French coal situation showed. 


the following changes. 


1913 1918 
million tons. : 
Production 44 
Imports 25 le 
Consumption 65 41 


Present French requirements would thus be almost equal to 
total exports of coal from Great Britain in 1938, although there 
would remain the problem of readjusting home market and shipping. 


The existence of large coal fields has given rise to an 
agglomeration of heavy industries in this area. Northern France 
is one of the three great centres of the French iron and steel 
industry, although almost no iron ore is mined on the spot*. 

4 In 1914-18, however, the "Pas de Calais" (producing 19 million 
tons in 4935) had remained in Allied hands and: provided half of 
the normal peace-time output. yikes aes 

2 It was partly brought: from Lorraine and Normandie, while 

' “:manganese ore came from India and Brazil.- rs 
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I jorth is the biggest producer of Martin Steel and holds the 
ee plece in eee ion and Thomas Steel production, whilst the 
other two centres, the.North-Bastern Region round Nancy (including 
Lorraine) is using chiefly the Thomas Steel process - and the . 
Rhone Region north-west of Lyons is specia ising on constructional 
steel and steel alloys. “Before the war the North supplied about 
41% of cast iron:and 177% of. stéel. « The following table gives the 
output of iron and steel by regions -(193@) + ae i: 


ae mee: 13 e ‘ent: | Rest of 
Total. North’. North-East. Centre. Res 
Seg ea | (Nancy, . | Gegens} France. 
Se lorraine) ~ om 
000 000 0090 eet PamOQ, - | 000 


RS a 
tons tons: _% tons tons % tons % 


/3 if) 5 
Iron {5,758 663 * 11.2 4.600 60,0 | 100: 41.8 400 7.0 


ai Wnt k 
Steel |6 ,254 4,066 + 17.0] 4,400 -°70.0:] 500 8.0 | 300 5.0 
1 : ee ee ; ae 

Shortage of ore and scrap and destruction of plant will 
prevent Germany from making much use of the productive capacity. 
On the other hand;,:the loss of this region has considerable signi- 
ficance for France. 


' It is perhaps not generally remembered that in the last war 
when in addition to the North the Nancy region was in the War Zone 
and Lorraine belonged to Germany, French output of iron and steel 
declined extraordinarily as the following tablé shows, although 
part of this decline was certainly due to the shortage of coal and 
labour. : ee 

Production of Iron and Steel. 
21913 1914 1915 1918. 
é million tons. 
Iron - 5.2 2.9 Csi coat eS 
Steel AS hue ee oll aera est 1.8 


The manufacturing stages of the iron and steel industry in 
the North are producing mainly sheet iron, .blacksmiths' tools,;: 
rolled iron, moulded steel, tubes,. springs, and mechanical construc- 
tion. The output of machinery, especially agricultural; textile 
and electrical machinery and machine tools is also considerable. 


Ports. 


Sah ENE Soe saying that the loss of the Chanhel ports 
of this region are not only a:blow for ordinary Anglo-French con- 
munications but also affect the roots of French imports and exports. 
About 12% of imports (quantity) from and 22% of exports went via 
the three ports Boulogne, Calais, Dunkirk, Dunkirk being thé port 
of arrival and distributing centre of raw wool. a 


Imports. orts. 

Herchandise in tons. 
Boulogne ’ 568 : 388 
Calais 480 easy: 
Dunkerque 2,486 1,545 
Total, three ports 3,534 1,994 
crand total, 1935 29,415 por 8,923 


The invasion of the North may have ecut‘off from t 

body of France a number of ine ee eee of putrieiee bee Sheree 
ised nature which made them vital for the French economy. There is 
not sufficient information to determine whether and where the loss. 

of the North will create bottleneeks in other parts of the ‘French: — 
economy. But the staple industrics hit most are certainly the 
coal-minins, woollen, stecl and iron industries, in this order. 


4 Thereof, "Pas dc Calais",9 
:98,000 tons of ‘Iron, 89,000 tons 
"Nora", 655,00" os g7e ggg ha: wo ogee 


Diary. Two weeks ending 1. 6. 40, 


Foreign Exchange. The monetcry alignment of “orway, Belgiun and 
Holland to the Allies' currency system m:.fe some progress, but not 
aS much as was expected and not on equal lines. : The situation of 
these three countries issimilar in so far as their main territory 
is under German control; but their foreign exchange earning assets 
- the three mercantile fleets and the colonies of Belgium and 
Holland - remained beyond the reach of Germany; the same is true of 
their gold deposits and foreign investments, largely in:-U.S.A. ; 

the financial relations to the Norwegian Government could be 
arrenged relatively simply: a financial agreement in the full’ 
sense is obviously not under consideration, as the shipping account 
recently opened by the Bank of England snd the fixing of exchange 
rates for Britisn and French bank-notes used by Allied expeditionary 
forces in Norway seems to cover all necds. On May 30th, the Bank 
of Norway, operating obviously from the scat of King Haakon's 
Government, resumed quotations for foreign cxchange, among others 
with 17,75 kroner to pound sterling and 4.41 kroner to U.S. dollar. 
No corresponding action was taken in London, where Norwegian kroner 
continues unquoted. 


The best progress had been matie in relation to Belgium - 
in the shape of the tripartitc agreement concluded in the week 
after the invasion. Now, after the surrender of King Leopold, 
the. position is less certain. Belgian balances: are now blocked in 
this country, like Norwegian and Dutch accounts. Complications 
may arise from the fact (apart from the constitutional position of 
the loyal Belgian Cabinct) that the. Belgian Congo has no currency 
of its own, if-it is not improvised now, and that a Belgian National 
Bank may begin operations from Nazi occupied territory. The 
existence of a separate Dutch East Indian currency simplified the 
problem in the case of Holland, whose authorities (Queen and 
Cabinet) are not split. Ncvertheless, a complete financial and 
monetary agreement with Great Britain and France has not been 
worked out yet, as had been forecast in the Press. But a stable 
rate of the Batavia guilder to sterling was fixed at 7.58-7.62 
guilders; a slight depreciation against the rate of 7.47-7.55  . 
guilders before the invasion of the mother country. The authori- 
ties in Batavia aim at. the same time at a stable relation to the 
U.S. dollar too, (at 1.875-1.895 guilders), in order to maintain 
the important export trade (rubber, etc.) to the U.S.A. A final 
solution would have to cover the Dutch West Indies where no separate 
currency éxists. This and the desired pegging to the dollar, it 
may be presumed, prevented so far a complete monetary agrcement 
with the leading Allies. ied 


After a temporary rise to 3.26% on May 20th,' free sterling 
in New York fell back to 3.164 (for a time: 3.12) on the day after 
King Leopold's break-off. The rate recovered to 3.22% on June ist. 

-The market appears to get official support occasionally, but not 


regularly. a 


Fin . The floating debt stood at £1,496 million on May 25th, 
and thas reached approximately the same level as before the launch- 
ing of War Loan in the middle of. March. The likely type of the 
second war loan is now an object of conjecture in the City. (In 
a memorandum included in this bulletin the problem is considered 
whether funding operations are necessary at all). 3 


The large rise in note circulation by £10 million in the 
week May g2nda-29th cannot be considered like the slow rise in the 
‘preceding weeks as a mere result of increasing economic activity; 
part of it is accounted for by the political situation. To this 
rise in note circulation correspon-ed an equal increase in Govern- 
ment securities in the Banking Department. Bankers' deposits fell 
nevertheless by about $8 milison, the Public. Deposits having 
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Two weeks ending 1. 6. 40. 


increased by about £3 millions and other Deposits by about 
millions. The rise in Public Deposits .is due to preparations for 
the payment of War Loan dividend. The reasons for the relatively 
great rise in other Deposits are unknown. 


The increase of E.P.T. from 60% to 100% was intended 
initially only for Government controlled enterprises, but was 
eventually spread to all businesses. The proceeds of 60% E.P.T. 
were estimated in the Budget Statement at £70 million; on a 400% 
basis it would yield £120 million, which is not very much, compared 
with the budget as a whole. The Budget Stetement may have been 
conservative but "standard profits" are-relatively high, and thus 
the increase in E.P.T. is not a very drastic step on the way to 
“conscription of property". On the other hand 100% E.P.T. may 
weaken the inducement to increase output. A capital tax would. 
avoid this difficulty because it is not related to current profits 
and at the same time could yield a much greater revenue if its 
rate were sufficiently high. Moreover, it is not clear why the 
increase in E.P.T. should be considered by the Treasury a suffic-— 
ient reason to ebolish the limitation of dividends. A larger 
proportion of profits, after payment of E.P.T., may be disbursed 
to shareholders than in pre-war years, and thus stimulate consump- 
‘tion of the rich. Unless this consumption is curtailed by other 
gmeans the de-restriction of dividend payments increases the danger 
of inflation. - 


sitver. Under the exports licensing system, recently introduced, 
no licences for silver exports are granted, in fact. The refusal 
does not only refer, so it appears, to silver purchased against 

the sale of free" sterling, but to exports altogether. Imports 
of silver from non-Empire countries were prohibited without 

dicence many months ago. In consequence, London stocks are very 
low. The export embargo would safeguard these remaining stocks. 
Arbitrage operations with the Bombay as well as the New York 
markets cannot take place any more and the price wovements on — 
these markets exercised none but psychological influence on silver 
prices in London. The demand for silver in Bombay. increased 
following the grave turn in Huropean warfare. There was a second 
factor which under normal circumstances would have induced a 
‘strong rise of prices; the Townsend Bill, which: would put an end to 
American purchases of foreign silver at 35 cents. an ounce, has 
been shelved for the time being. The London cash price moved from 
223d on May 20th to 21 14a on June ist. The forward quotation 
was even weaker. T6 


Labour. The Minister of Supply is empowered to declare any war 
production undertaking to be a controlled undertaking. He may 
prescribe the number and class of persons to be employed, determine 
the goods or services to be produced and fix prices. 


The Minister of Labour has set up a Labour Sup»yly Board 
to ensure the fullest use of labour. He appealed to employers 
and workers in industry to cancel holidays for the time being. 


: All Royal Ordnance Factories and contractors e ed on 
urgent Ministry of Supply work have been instructed te Goer full 
time seven days a weck. ¢ 


Women, verplacing mon, in the Engincerin n 
paid at the women's national schedule time faba Seo eee pe Pyle 
probationary period of cight -weeks. Thereafter the basic rate 
will be 4nereased every quarter until women who require no spccial 
supervision will receive the basic rate and bonus aubliéatie tc 
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- Two weoks ending 1. 6. 46, 
Consumption. To ensure the distribution of food supplies in 
emergency, the country has been divided into seventeen divisional 
food areas and 800 districts, each district with its fooa depot 
and buffer depot, and each with sufficient supplies of essential 
foodstuffs for a few weeks' independent existence. 


The Ministry of Agriculture is stated to be working towards 
a gradual reduction in the number of pigs and poultry to one-third. 


The United Kingdom is expected to receive about 1,250,000 
tons of sugar from the Empire during the coming season and to 
obtain 500,000 tons from the domestic beet crop. Average total 
consumption in recent years has been 2,500,000 tons while prospec- 
tive consumption is estimated at about 1,500,000 tons. 


. The Ministry of Food has bought 50,000,000 bushels of 
Canadian wheat. ; 


The net quantity of tobacco retained during the first 
three months of war in the U.K. was 49,340,000 lbs.. This. was 
slightly greater than last year, and may have been in anticipation 
of the budget. The April figure declined sharply, so that the 
total for four months was 2,406,000 lbs. lower than in 1939. 


There’ has been an extraordinary demand for dates, and 
12,500 tons have been cleared since January ist. Supplies are 
now limited. ; 


Maximum first-hand wholesale and retail prices have been 
fixed for the main varieties of cheese. 


The wholesale prices of butter and bacon have been slightly 
modified and the bacon ration will be reduced to 4 ozs. on June 10th 


- Increases in the price of petroleum products took place on 
May 22nd. 
New and far-reaching restrictions on the manufacture and 
use of paper for home consumption came into force on May 27th. 
Maximum prices for various sorts of paper were increased by 22 to 
34 per cent. 


Commodities. . : 
The Rubber Regulation Committee retained the existing 
export quota of 80 per cent for the remaining six months of the 
calendar year. As a corollary the Hinistry of Supply requested 
the offer of certain grades of rubber for shipment from the East 
on f.o.b. terms. In spite of the excess of rubber supply over 
consumption U.K. stocks have not increased sufficiently, partly 
because domestic consumption has been higher than estimated, partly 
because the ‘absence of a premium on forward rubber did not induce 
firms to increase stockholdings. Only now it has been decided 
that the market prices should no longer determine the volume of 
rubber stocks in this country, and that a strategic reserve should 


be built up. 


The Tin quota for the third quarter has been raised from 
80% to 100%. Expectation of a big increase in American demand 
and the possibility of heavier losses in transit led to rapid 
increases in prices (standard cost on June 3rd £274.15.) The 
advance in price was accompanied by a big expansion in business. 


Two weeks unding 1. 6. 40: 


Industries.. 


Goal. Plans to increase coal output are now taking shape. 


he proposals are said to provide for placing approximately 
50,000. more men (partly released from the Forces, partly miners 


who are now in other industries or unemployed) into the industry, 
and for the reopening of pits in Wales, Durham and Scotland. 
‘whereby more economic 


Rumours of arrangements fora pooling plan, 
collieries would work in dpnjunction with the less economical 

reopened mines, have been denied. whether any concentration of 
output in the more efficient mines, and combined working of neigh- 
bouring collieries is under consideration has: not .been disclosed. 


The need for bigger:supplies is now, after the invasion of 
Northern France and Belgium, more essential than ever. At. the 
same time, the separation of France'’s.Northern ports from the rest 
of the country and the exposure of the East Coast and the Straits 
of Dover to air attacks require adjustments of markets, particularly 
for coal from the north-eastern areas, which have lost their ; 
Scandinavian and Lowland markets. 


Apart from buying in.excess of current needs by UtsL 1b ya 
undertakings.md individual hoyseholders there has been little sign 
of stocking so far. All the industrial coal output is absorbed 
readily, domestic demand tends to decline, particularly for the 
cheaper classes. Drum, gum and gas coke are slow to move. The 
accumulation of stocks at consumers’ centres or at.pit-heads will 
not be possible without a-further speed-up. of production. 


Requirements. of bunkers have been considerably increased 
with the transfer of the mercantile flcets of Scandinavia and the 
Lowlands to other control: 


a: Iron & Steel. The main development of the last fortnight has 
been the application of the seven-day week and the postponement of 
holidays in many branches. (A 24-hour day is, of course, normal 
in the heavier branches). The current hectic rate of activity is 
regarded as a temporary expedient, forming part of.the general ef= 
fort to speed up output and to make up the presumably heavy losses 
of material in Flanders. For the arguments against continued 
overtime working in general apply with particular force to the. 
heavier branches of the steel industry. Not only is the work 
specially arduous from the human point of view but the demands made 
on plant and equipment are specially severe. .It will be recalled 
that production was much restricted.early in January as it was~ 
necessary to close many rolling mills for about a week to alloy. 
repairs and replacements to be made.- “tg a : : 

- There are signs that the formation of ort Gro ‘48 re- 
inforcing the current general tendency to Be rs he inde ~ ie 
recently formed Internal Combustion Engine War Export Group, or 
example, embracing a large number of. "trades", appears to involve 
both: limitation of price competition and close co-operation in other 
Peg hk which might survive and extend beyond, the original aims of 

UP» = 


here Exports are apparently suffering from increas 
to domestic uses. The authorities ee ohonabiy waetaa tent mice 
is to be gained at present from intensive domestic munitions pro- 
duction than from export sales. Tinplate export orders in the week 
ka canta 18th were only 135,600 boxes, as against 313,200 the week 
The supply situation remains substantiall : 
orders for American semis are now known to have is Rigen ips 0 or 
material may have arrived. _The S5¢rap situation is said to be better 
The worst obstacles in the way of the collection of large quantities 
of domestic scrap - namely the lethargy of the publie and consider- 
ations ng commercial profitability - have been to some extent 
/ = 
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Two weeks cnding 1. &. 40. 


Overcome and in particular some excellent iron scrap is being 
recovered from park railings. 


_ The Minister of Supply has issued a Direction fixing-a 
special price for steel sheets and light’ plate 5 mm. thick, rolled 
in sheet mills, with the object of inducing the pro@uction of this 
material, which is in great demand, by plant not usually used for 
this purpose. 


; A census of the employment of machine tools is to be taken 
in this country. At the same time imports of machine tools from 
America are. to be controlled. ; 


Textiles. The Financial Times of 27th May reported "A substan- 
tial increase in trade in all departments of the wholesale industry 
was recorded in April". This is rather misleading, as is shown 
by the following table. 


Index Numbers for value of wholesale trading in textiles. 
(Average monthly sales 1937 = 100) 


Home. Export. Grand Total. 
January 80 83 80 
February 113 78 Abe 
March 156 93 152 
April 445 96 142 


The indices for the home trade and for the grand total have fallen 
off. Nevértheless the April grand total is the highest ever 
recorded for this month since the beginning of the statistics (1934). 
‘Between March and April there is normally a considerable seasonal 

- degline, but the fall in the home index is much less than the sea- 
soRal fall, and exports have in fact risen. The indices are for 
value, and though prices have risen there is no accurate price 

index for deflating. ‘ 


The Minister of Supply is empowered to control businesses 
engaged in the "narrow fabrics" trade (fabrics not exceeding 
48 inches in width). 


It is reported that the Government has placed Javan firms 
with headquarters in Holland on the "black list" as enemy aliens. 
The Dutch East Indies are an important market for Lancashire cotton 
piece-goods..- There are "scores of thousands of pounds worth" of 
Lancashire cotton goods on the.water, for which documents were sent 
to firms in‘Holland just before the German invasion. Lancashire 
-firms cannot get their money from Java for such shipments as are 
on the water, as the Javan people are listed as enemy aliens, nor 
‘ean another piece be shipped against orders already placed. 
-Representations are being made to the Government to get the pro- 
hibition lifted. 


: Cotton The Liverpool Cotton market was closed throughout the 
week May S0th-25th. As a consequence business in yarn and cloth 

on the Manchester Royal exchange was virtually at a standstill. 

It was hoped that the reopening of the Liverpool market on May 27th 

would improve matters, but the war situation has discouraged 

dealers abroad. Until this situation is clearer cloth: buyers will 

continue their hand-to-moutn policy. 


Meanwhile, Sir Percy Ashley, the Cotton Controller, has 
appealed for increased production in the cotton industry, especially 
on orders covered by Class A preference directions. He called for 
% hours a week overtime on priority orders; employers and opera- 
tives havs already approved the plan for overtime running. 


Mo WGEXS Ouning 1. Ge “0% 


The Yool Control has made a very important announcement 
yool and tops a considerable distance ahead. 
ration since March 1st are to 


Wool. 
fixing the prices of 
Present prices which have been in ope 


continue till October 31st. Export issue prices for wool for the 
manufacture of fabrics will romain unaltered until February 28th, 
1941. Prices for yarns for exvort will remain the same until 


December 31st, 1940. 


There has been a considerable acceleration of output on 
Government orders recently and overtime is being worked at the re- 
quest of the Ministry of Supply. Blackburn mills, combing, spin- 
ning and weaving are now working 553 hours a week. 


The Control of Woollen and Worsted Clippings and Other 
Residues (No.1) Order, whieh came into force on June 1st, requisi- 
tions clippings and residues of certain specified materials issued 
to makers up carrying on contracts for the Ministry of Supply and 
Air Ministry. .The materials include various types of khaki and 
blue serge and great-coat cloth. 


Rayon. Demand for rayon piece-goods hes fallen off considerably 
due to the war situation, though the fine weather has led to an 
improved demand for various all-rayon and mixture dress materials 
for the home trade. New export orders are coming forward less 
freely, though it is believed that turnover will show a marked 
improvement when the situation is clearer. 


Trade _and Shipping. Trade talks with Italy were broken off a few 
days after they had been resumed. 


‘War Risk Insurance schedules were altered considerably. 


Freight rates for neutral vessels destined for Allied ports 
from overseas were partly reduced. Many neutral owners withdrew 
tonnage from the market. Chartering business was reduced. 


From Company Reports. 


Imperial Chemical Industries. 23.5.40. Staff and workers in 
Great Britain reached approximately 75,000 at the end of 1939 - ex- 


clusive of those now with H.M. Forces, of whom there were serving 
at the end of March 7,217:- 1,320 members of staff and 5,897 workers. 


Marks & Spencer. 21.5.40. Out of a total of 2,000 men, 550 are 
serving in H.M.Forces and a further 400 have registered or will 
register before the end of the month. Company instituted a train- 
ing scheme for women to enable them to fill some of these vacancies. 


Yorkshire Amalgamated Collieries. 29.5.40. Since August the out- 


put per day has becn reduced materially, due to the loss of about 
1,000 men. The output is also very seriously affected by the very 
high voluntary absenteeism, especially among coalface workers. i ® 
the daily attendance of the men now employed was equal to that be- 
fore the war, the output of the grcup would be greater by 3,000 tons 
per week. 

Carlton “ain Colliery. 30.5.40. Production of coal from the 
group of collieries was 4,261,300 tons. (for year to 31st maton = 
150,000 tons less than previous year. : 


Sun Insurance Office. 27 per cent of the male staf 
f : s f were 
members of the territorials before the tor : 
have since been called up. Ey eee ee ame 
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41. Labour Supply and War Hinance in the Fiscal Years 
1939/40 and 1940/44. 
a) Sources and size of Labour Supply. « 
b) Employment and Real Gross Proi'its. 
c) An Estimate of Savings. 
d) Is the Budget Infletionary? 


2. The Limitation. of the Home Trade in Consuners' Goods. 


3. Diary for the period June 3ré@ - 17th, 1940. 


LABOUR SUPELY sND WAR FINANCE IN THH TWO FISCAL 
YuARS 1252/40 AND 1540/41. 


The purpose of this investigation is to obtain a picture 
of the economic war effort in the fiscal years 1939/49 and 1940/41. 
We attempt first to give an estimate of the labour supply on which 
we can count after allowances for withdrawals into the Forces. . 
These estimates, which cannot claim to be more than rough approxi- 
.mations, are then used to estimate gross profits, real gross profits 
being closely correlated to employment ove1 the last decade, and, 
derived from that, of gross savings. The main conclusions which 
can be drawn from the estimates are: (a) that if our estimates are 
correct E.P.T. affects less than a half of the increase in aggre- 
gate profits since 1937, and (b) that total savings at current 
prices seem to be just sufficient to finance the proposed budget 
deficit of £1,350 millions und to leave a small margin for private 
investments and replacements. , 


The four notes were written before the "Battle of France", 
and need, therefore, revision in the light of the new conditions. 
Revised estimates can, however, only be given after the new economic 
position of Great Britain has become clearer. In.the meantime 
our estimates retain their value because they describe partly 
the situation before the recent events and because similar methods 
may usefully be applied in analysing future developments. 


a) Sources and Size of the Labour Sy 
1 to be expected during the 


An estimate of the labour supply 
war years is essential for.most studies of financial effort in 
war-time. in, the following note an, attempt has been made to 
estimate the size of the insured labour force to be expected during 
the financial years 1939/40 and 1940/41. Lack of information 
prevents any detailed study of frictions, bottlenecks and other 
influcnces which diminish the labour effort. While, therefore, no 
claims to considerable accuracy are made, it should be noted that 
the intention has been to present a somewhat pessimistic picture 
of the size of the labour effort and to compute the lowest numbers 
of insured employed: which could be expected-in both of these years. 


Since. July 1939 when. the number of insured stood at 14.32 
millions, the course of employment has been affected by withdrawals 
to the Forces, normal entry into industry, extre entry into industry, 
Sickness, the course of unemployment and by the increase in over- 
time ebove the normal peace-time amount. 


4. Labour Supply is here taken. to inelude all factors tending to 
increase or decrease the labour effort. 


= ee 


An estimate of withdrawals to the Forces is shown in detail 
in Teble’ I. The estimated percentages withdrown are based on 
estimates published in the Press. Since the occupations enumera- 
ted in the Schedules of Reserved Ot¢cupations are not comparable with 
those enumerated in the Census of Production, it was not found 
possible to estimate the numbers reserved. '' The Reservation 
Schedules become important with the registration of the 25 age- 
group and accordingly the estimated percentages withdrawn have been 
reduced to what seemed a reasonable figure. 


Volunteers, according to a Press statement, had reached 
470,000 by the end of February. For the following financial year 
it has been assumed that there will be a considerable decrease in 
the number of volunteers due to the increased number conscripted 
and decreased unemployment. It has therefore been assumed that 
50,000 volunteers will enter the Forces during this period. 


It will be noted in Table I that conscripts registering 
in February and March are not included in witndrewals in the first 
financial year. The Press recorded the information that the 23 
age-group registering in February had not been called up by the 
end of March and withdrawals for the year 1939/40, amounting to 
988,000, exclude conscripts registering after December. In the 
following financial year it is assumed that age-groups up to and 
including the 37 group will register by December 1940, and no 
exclusions have therefore been made. The estimated number with- 
drawn in both financial years is 3,351,000. 


‘The number of insured persons in July 1939 was some 200,000 
higher than the figure for July of the preceding year, Thus for 
March 1939 it may be assumed that the number of insured was 50,000 
lower than in the previous July. If it can be assumed that normal 
entry remains the same during the war, then in the nine months from 
July 1939 to March 1940 such entry will amount to 150,000. Adding 
a further 200,000 for the following financial year gives a normal 
entry of 350,000 by March 1941. 


The numbers entering industry in response to the additional 
attractions presented during the war are unknown but one may 
assume that 100,000 would enter by March 1940 and a minimum of 
400,000 by March 19414. ~ 

Over-time above .the normal peace-time amount does not, of. 
course, affect all industries. As a working basis, it has been 
assumed that 30% of all industries would work 10% extra over-time, 
in effect an increase of 3% to the labour effort. For the finan- 
cial year 1940/41 it has been assumed that this figure will be 
increased by 100%. 7 


' Unemploynent averaged 1,37 millions in 1939 and stood at 
41.1 millions in March 1940, It was assumed thal the figure for 
March 1941 would fall to the level of §00,000. 


In,making the final estimates of additicns and subtractions 
summarised in Table II, certain further calculations are necessary. 


The figures given in Table I of numbers withdrawn to the 
Forces refer to all males and not merely to insured. The propor- 
tion of total insured to total occupied population, inclusive of 
unemployed, was approximately one-half in 19351, and it has been 
assumed that this relationship avplies to-the numbers withdrawn to 


en 
4 According to the Census of Population 1931, the pro 
ortion of 
sivas ee he to all occupied males differs only alinntis from 
€ proportion of total insured ulat 
seireeins population to total occupied 
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the Forces. The estimated numbers withdrawn were therefore 
halved to obtain a crude estimate of withdrawals from the insured 
population. 


All movements affecting the number of insured are assumed 
to take place smoothly, and the figures for ezch increase or decre- 
ase have therefore been properly averaged, war-time factors being, 
of course, nil in the first half of the first financial year. 


‘The numbers of insured employed aay ees ‘by this method total 
12.43 millions in the financial year 1939/40 and 12.98 millions: in: 
1940/41, It should, however, again.be remarked that these figures” 
represent a rather conservative view of additions to the force and 
give the minimum effort to be expected in th se years. : 


Table I. 
An Estinate of Withdrawals during the Financial 
Years 1939 40 and 1940/41. 
Nunber 
pete 


154 ,000 


Sept. 1939 500,000 350.,000 
October 1939 210,675 147,000 
Decs $1959") | .238 ,585 4 ‘| 167,000 
Reet oo 4'70,000 170,000 


7940 257,602 ~ Ta. 000 
Mar. 1940 323,572 226 ,000. 
- April 1940 314,400, ‘| 204,000 
April 1940 “312,912 203 ,000 


2,500,000 - 4,500,000 


50,000 eat = 000. 


Table II. 
‘Insured at July 1939, estimated additions to and subtractions from 
‘the insured labour force and estimates of the insured force in the 


Cee ee ee 
e. to a change in the method of collecting the unemployment 
ch: oes vhton took place in 1937, these figures of employed 
are not comparable with those prior to 1937. In order to com- 
pare these figures it is necessary to subtract approximately 
50,000 in the year 1939/40 and 30,000 in the following finan-~ 
cinl year. The-estimated number éf employed then becomes 
42.38 millions during 1939/40 and 12.95 millions during | 


4940/41. 


b) Employment and Real Gross Profits. , : 
Our estimate of gross profits in the fiuencial years 1989/20 
and 1940/41 is based on the close correlation hetween home’ produced 
gross profits and the volume of employment in, the period 1929/38; 
and the estimates: of employment: in, 1959/4U and 1640/41 given above. 


The figures of gross profits for the period 4929/38, which 
include profits, depreciation, and salaries above £25C per annum are 
taken-from Mr. Olark's article in the Evonomic Journal, September 
19381. Prom. this’ the income. earned overseas. (from investment and 
short-term: interest, commissions and insurance) is subtracted and ‘ 
so we obtain the ‘gross home produced profits... These we deflate. 
by an index-of “output prices",used by Mr. -Clark in the quoted . 
article for deflation of the national income, and’ so arrive at the 
"real" home produced gross profits which’we compare with the — 
volume of employme.st. (The latter répresents insured workers in 
employment after.deduction for strikes and sickness). ‘The above 
computation is shown in the Table: ~ ~~ ; 


Table Sit. 


5 ee — se OOOO 
Gross | Inecme ; Gross Pro- "Output Reali Gross! Employment. 


from | rits, Home}: Prices"| «Home Prod. 
-Overseas| Produced. Profits. 


cenit. ier oem Lal eo oemswa, 1930=100 £ mill. 


Profits 


BES 
ceeds) 
200 . 
Yas) : | BS 
490 
205 
215 
235 
250 
235 


__ These results plotted in Figure 4_ show a. remarkably close’ ~~ 
correlation. It is rather surprising that there-is no appreciable. 
.trend reflecting the secular rise in the productivity of labour. ie 
In fact, however, Mr. Clark's figures of national income show-that.. 
the rise in real income per person employed was not large, and 

that it. was accompanied.by. some fall-in the relative. share of 

Pree ages Pee Ets. ane salaries above £250 in the gross national: 
income, an is explains why the expected trend does pe ; 
the series of resl gross proeitas jhe Sa ean ledges 


'Figure’1 enables us to estimate the gross real home -pro~_ 
duced profits. corresponding to our estimates of the volume of 
employment in,the financial years 1939/40:and 1940/41. The latter 
Ae pee eee million respectively». We obtain from the 

ram fer real gross home produced fi 3 
million respectively. z, sath ptt e's ie wile thae 


eee 
1 For.the last quurter of 1937 and for 1938 from Prit hard an 
: . YoS = ; a a 
Wood Commercial Barometer, where Mr. Clark! nent ee : 
voce. Seba . G rk's current petinates 


2 The figures for 1937 and 1938 are corrected 7% og 
; ed for the change in 
unemployment statistics so as to render ti 
of preceding years. nis es he techs tad ease is 
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Eqployment in millions. 


: These are "real" items,iie. expressed in terms of 1930 
“output prices ". In order to obtain the corresponding money 
values we must multiply them by the index.of "output prices" in 
1939/40 and 1940/41 respectively. If we.compare the movements 
of output prices with those of’ the cost of living in the period 
1929/38, we see-that the’ former are much more "sticky". than the 
latter. Changes of output prices were only about 30%.of accom- 

anying changes in the cost of living. We may therefore assume 
that since the index of output prices in 1926 was 98.6 (1930 = 100) 
and the.cast of living in 1939/40 was 6% higher than in. 1938, the 


output prices index in 1939/40 stood at 100.4. 


: We calculate output prices for the year 1940/41 on the 
basis of the present level of the cost of living, which is 15% 
higher than in 1930, and so arrive at the index of 103.1. Finally 
we estimate the income from overseas for 1939/40 and 1940/41 at 


= 6ue 


£235 million’. We are now able to culculate the money profits 
in 1939/40 and 1940/41: : 
Table IV. : 

1932/40 1940/41. 
Employment - Mill. 12.38 12.95 
Real gross home produced profits, £mill. 2949 3140 
Output prices - 1930 = 100 100.4 4103.1 
Money gross home produced profits £mill.2952 3237 
Income from overseas - £ mill. 235 235 
Money gross profits - £ nill. 3187 3472 


The figures arrived at show a marked increase over the 
1937 level (£2827 million) which was the highest in the period 
1929/38. This increase is for 1939/40 £350. million, and for 
1940/41 about £650 million, This is interesting from the point 
of view of the yield of E.P.T., which was estimated in the budget 
statement for 1940/41 at £70 millior on the basis of 60% E.P.T.. 
This means that the amount taxable was admitted to be about £120 
million, It is likely that the estimate was based on profits of 
1939/40, but there stili remains =n cnormous discrepancy between 
this figure «nd the increment in profits we obtained above. True, 
the £360 million increase from 1937 tc 1939/40 includes the increase 
in depreciation and salaries above £250, hut alicwance for this 
woulée be unlikely to reduce the totsl muen beiow, say, £300 million. 
The rest may be accounted for by the following factors: 1) The 
aggregate"standard profit"- calculated for each firm on the basis 
of the maximum of the alternatives: profits in 1935, 1936, average 
of 1935 and 1936, average of 1936 and 1937 - with possible raising 
it when it is exceptionally low - might be higher than the level of 
profits in1937,8)Where the capital of the firm was increased after 
the standard period, _ the'standard profit" is raised by 8-10% 
of this increment. 3) The minimam of "standara"profit" is £1,000 
or £750 per partner (but not higher than £3,000). 


c) An Estimate of Savings. ‘ 
We mean here by savings the gross amount (i.e. inclusive of 


maintenance and depreciation) of all savings except those of the 
Central Government. These savings are equal to the aggregate 
value of "private" home investment in fixed and working capital 
(inclusive of any such investment by Local Authorities plus the © 
balance of payment on current account and plus the budget deficit. 
The sum of the first two items,which may be called private (home’ 
and foreign) investment, amounted in 1938, according to Mr. Clark's 
estimate, to £716 million”. The budget deficit was in 1938 £124 
million, and thus the aggregate savings in our sense may be estima- 
ted at £840 million. : 


It is possible, on the basis of this figure, that of the 
gross profits in 1938 and that of estimated gross profits in 1939/40 
and 1940/41, to estimate savings in these two financial years. The 
assumptions which we.make are: 1) that the real consumption of 
people earning over £250 remains in these two years. at its 1938 
level; 2) that money savings of people earning less than £250 are 
maintained at their 1938 level. The first assumption seems 
plausible: though, as we shall see below, the total gross profits 
obtained for these years are much higher - éven. after allowing for 
higher taxation - than in'1938, we may assume that strong psycho- c 
logical factors against the raising of the standard of living of. the 
rich are at work. In 1940/41 an important additional obstacle 


epee ie Sg ee ee 
4 See the note on Financing the din, 
Sib aan: ng e Budget Deficit in the preceding 


2 Pritchard and Wood, Commercial Baroncter, March 1939. 
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would be the dividend limitation which was, unfortunately dropped. 
we assume, however, that certain devices rutting a brake on the 
spending of the rich will be adopted. As to our second assumption, 
the real wage bill was probably a little higher, both in 1939/40 
and at present, than in 1938, owing to the rise in employment, 

whose influence is probably not fully counterbalanced by the fall in 
real wages and increased direct taxation. The influence of this 
small rise in incomes below £250 upon savings may be neglected. 


; On the assumptions made we are now able to estimate the 
rise in savings in 1939/40 and 1940/44 as compared with 1938. The 
rise in gross profits above the 1938 level is, according to our 
estimates, £422 and £707 millions respectively. "Gross; ‘profits", 
as calculated in the preceding Section, do not allow for direct 
taxation and E.P.T., and on the other hand they do not include 
interest on Wat. fbt. Thus to obtain the increase in savings 
out of gross profits we must deduct from the increase of the latter 
the rise in direct taxation and E.P.T., add the rise in the inter- 
est on National Debt, and deduct the rise in the money value of 
the consumption of the over £250 income receivens. For 1939/40 
we attribute all the rise in direct taxation and E.P.T. to incomes 
over £250 and so obtain £107 millions. In the bydget statement 
‘for 1940/44 the rise in these items over the 1938-level amounts to 
te222 millions, but £42 millions'of it. is cue to heavier income 
‘ybaxatian, and is derived to a conside1able.extenut from low incomes. 
Wes the«efore take only £200 as the ‘inercase in the taxation of 
gross profits. The rise in the interest cu-National Debt over 
the 1938. level was estimated in the two years considered at £4 and 

£12 millions respectively. 


Since we assumed that there has been 16 change in the real 
égnsumption of people with incomes over £250 we may obtain the 
change in its money value from its level in 1938 and the relevant 
cost of living index. The value of this consumption in 1937 was, 
saccording to Clark, about £1,650 millions, and in 1938 it was 
probably much the same. ‘The rise in the Ministry of Labour index 
“of. the cost of living as compared with 1°38 was about 6% in 1939/40 
.and about 15% at the present. The cost of living of the rich is, 
‘however,-mueh less flexible owing to much larger proportion:of rent, 
‘entertainments andetucation. We assume the charges of the latter 
_to be 60% of those of the Ministry of Labour index!. The rise in 
the cost of living of people with incomes over £250.is.on this 
assumption ebout 3.5% and 9% respectively. From this we obtain 
for the rise in the money value of their consumption : 

‘£ mill.: 1650 . 0.035 = 58 for 1939/40 and £mill.: 1650 . 0.09= 148 


for 1940/41. 


This enatles us to estimate the increase in savings out of 
gross profits. Savings out of lower incomes were assumed to be 
maintained at the 1938 level. As to the “public savings", except 
those of the Central Government, significant changes may be expected 
chiefly in thé-form of a surplus of the Unemployment Insurance Fund. 
We estimate the rise over the level of this surplus in 1938 at £5 
million for 1939/40 and at £10 million for 1940/41. The computa- 
tion of the aggregate savings in 1939/40 and.1940/41 on assumptions 
made above is given.in Table V. ; 


4, A comparison of Mr.;Clark's. index of prices used for deflation of 
total consumption: and the, Ministry of Labour index shows that the 
ohanges of the former are above 85% of the latter. From this 
and from the fact that the relative share-of consumption of the 
over £250 income earners in the total.consumption was (in 1937) 
37.5% (also according to Clark) - follows on assumption that the 
‘Ministry of Labour index is all right for wage earners) that the 
changes in the cost of. living of th. rich are’60% of those in the 
winistry of Labour index. ) als 
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a 4039/40. 1940/41 
; £ mill. , 
Savings in 1958 : B40 64 
+ ticrecee over’4936 in gross profits; | + 422 _+ 707 
mae agy oe wes Ie, " taxes out: Of- gross, FE 
‘: Bie a - .profits. - 107 - 200 
oe wim  -"- interest on-Nat.Debt + 4, + 12 
- W e ih " consumption out of mes 
‘os : : gross profits. -., 58 - 148 
Ge 0 iw os surplus of Unemploy-. | |. 
ae ment Insurance. +__ $500 5% 
Savings. ae 7106 1821 


_ | We may.thus say that savings corresponding on the’ above 
assumptions to dur estimates of employment in 1939/40 and 1940/41 
are, in round figures; £1110 and £1220. millions respectively. 


_d) Is “the Buds3t Inflationary? 


The fizures of savings corresponding to our estimates of 
employment in 1939/40 and 1940/41, urrived at in the preceding 
section; enable us to deal. with the problem of "fiscal potential". 
The total amount.available for finan: ing the budget deficit and 
the ‘home private investment is equal to savings in our: sense plus 
the *sale of gold and foreign assets to cover the negative balance 
of yayments. — After subtracting from this amount’ the budget. defi- 
cit ‘weyobtain what is available for private/investment,'. If the 
latter figure for the current financial year is not below the’ 
limit of necessary maintenance we may say that the budget is not 
“inflationary”, and vice-versa; for if such is the 'case the amount 
of’ savings corresponding to the available man-power is sufficient 
to cover jointly with the sales of gold-and'foreign. assets the’ 


“budget, deficit and the minimum requirements for’ replacement. “* 


The Calculation of the amount available for private tnvest- 
ment is given in Table VI. The estimate ofthe negative balance 
of payment on current account is based.for 1939/40: on. the basis of 


“the:actual. balance of trade, and for 1940/41 on the present balance 


of trade after allowing in both years roughly for’ invisible items!. 
The. budget deficit for 1940/41 of £1,350 million is taken according 
to the-budget statement after allowing about £80 million for pur- 


chase tax. (The 1007 E.P.T. is thus not taken into account, but 


this changes nothing in our final results; for with our method of 


‘calculating savings it will reduce the latter by just. as much as the 


deficit). 
y : Table VI. 
: 1939/40. - 1940/41. 
: £€ mill. 
_ Savings 1110 ; 4220 
‘++ Negdtive balance of payment + 150 + 350 
- Budget Deficit 2 = 780 -1350 
Private home investment 480 © 22 


The value of private maintenance and depreciation may be 
assumed, according to Clark, to amount to about £400 million. Et 
is quite natural that investment in 1939/40 is above this amount, 
since its level in the first five. months was normal”, For 1940/41 
the amount available for private home investment is below the normal 
level of depreciation and maintenance, but’ may be considérea quite 


Py eae. 
1 For method see the note on Financing the Budget Defici 
preceding Bulletin. a — os ic dae 
2 At the end of 1938 the level of ho: yrivute investme 
t ke wRivs nt me do 
estimated from Clark's data at £796 2:22 240n omy ae aun 


= 9G = 
v 


adequate for a not very lon psriod. SGS SU aye = Pee ste VIO LILES uae 
armament expenditure foreseen in the buderct «- BOM y eC Sasha 
investment were reduced to this level, the pbuatct misht be cone 
sidered not "inflationary". ; 


The present situation, however, in which wer expenditris 
is to be increased above the level of it: buds et stetement, while 
new difficulties arise on the supply sice, will certainly call for 
new measures for curtailing consumption by rationing and taxation. 


THE LIMITATION OF THE HOME TRADA IN CONSUMERS' 
GOODS. 


The new Limitation of Supplies (Miscellaneous) Order, 1940, 
restricts supplies to the home market of 5 large number of articles 
commonly used, but not essential. (There are some 2,000 articles 
listed - the main cutegories are given in the Diary). The object 
is to use the labour thus released in the particular trade to 
produce for the Government or for e.port, or to transfer the labour 


to war work elsewhere. The scheme is Similar to the previous 
Textile Piece-Goods Order; in this c:ce control is exercised throuzh 
Suppliers, hoth whoicsalers and nanucsctimers. These must resis- 


ter with the Eoard of Trade, and during tne period June 6th to 
November 30th 1940 the aggregate home sup lies or 62ch class of 
controlled goods is to be restricted by eicir registered person to 
two-thirds of his aggregate home sup;iies during the six months 


ended November 30th 1939: the "standard »< srioats The restriction 
is calculated by value, in view of the rise in prices the effect is 
to cut the volume of consumption by about half. The restriction 

does not ‘apply to Government’ Departments OFSLOLNCKDOP ts se hiiC Order 


pups tere that where supplies are already re educed below two-thirds 

PFE stahdard period by the working of one or the raw’ material 
Coit rols, there is no implication that material will be released 
to @nable the "two-thirds'' maximum to be attained. 


There arc. three main problems to discuss. first, the fl.t 
reduction to two-thirds in valué of home supplies will affect 
employment in the various tredes to an extent according to the abi’ - 
ity, to. expand export markets or supply to the- Government )invene 
extremé “Gasé there will be no expansion of either of ‘these to 
offset the 333% reduction; in the other a‘reduction to 667%may 
still ‘be ‘inadequate to satisfy Government’ demands In the first c: ¢€ 
it is very’ ‘important that the employnient figures should be watehec 
and that special assistance should be’ ziven to workers in such - 
trades to transfer to war work. aig unemployment persists the 
‘Scheme .should be relaxed for that trade, The Control of Enploym nt 
“Act..is ‘already . in being snd is désiynon to meet just this type of 
‘situation. ,Cases of sxcessive demand for ,lsbour-in particular 
trades are already partly met by this Act and by the schecdule-of 
Reserved Occupations. Above all it is vital- inthis réspect to 
regard this Limitation Order as a pezinning, and not: in any’ waver 
a complete Solution of the problem a2 wor mobilisation. era a 

ey. 

te rhe: immediate effects of: the, ‘Piece-‘wods ationing Scheme cre 
trate this point. In Cotton Government demand is sa heavy th:t 
even with the.25;; reduction: ‘for hame demand mills are working 
7% hours per week over-time for at least ten weeks. ‘On the 
other hand, Government demand for rayon is not important, so that 
the limitation of home orders has lui to an immediate running 
down of orcer booxs. while still ‘busy on existing orders rayon 
piece-goods munufucturers may find thumseives short of work in 
the near future, uniess, of course, they z 


succeed in replacin; 
the lost honc marxut by new forcign murk ts taken over from 
Italy. 
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distribution. No mention is made of 


retailers in the Order except to point out that the wholesaler or 
manufacturer is free to distribute his 66.7% of supplies to any 
retailers he may choose. To some extent, therefore, the Order 
allows for changes in the distribution of population due to 
mobilisation and evacuation; retailers in reception areas will ask 
for more, and retailers in evacuation areas for less supplies than 
usual. There is a more important aspect of distribution, however, 
which is not concerned with geography, but with the relative sizes 
of retail shops. It is notorious that the average size of the 
"sShoppimg unit" in this country is small; there is one shop to 
about every 650 inhabitants. The turnover of these small shops is 
such that the shopkeeper has just enough to live on, and although 
the Limitation Order covers only non-essential goods, it is quite 
clear that many shopkeepers will now be driven below the margin of 
subsistence. The time is thereforé ripe for a bold reorganisation 
of distribution on national lines, a reorganisation long overdue, 
but so far prevented by shopkeepers themselves, who in many cases 
are staunch individualists. The nature of such reorganisation 
depends upon facts not available to the layman, the numbers of men 
required for military service, the effectiveness of air-raids in 
destroying communicstions and so on, but there is here a further 
opportunity of turninz this war to good advantage immediately, in 
disentangling or cutting through the disorder of our distributive 


system. ‘ 


Thirdly, the reduced supplies will, in the ordinary course 
of events, be ‘followed by a considerable rise in retail priees. 
In the case of luxury goods it is definitely the policy of the 
Board of Trade to allow this, but the example given to illustrate 
their argument was misleading. Anyone, said the spokesman, who 
at this time chooses to buy jewellery, must pay for it. Most 
‘people would agree, because most people would regard jewellery as 
frivolous in the present circumstances. But if the argument is to 
apply to all goods listed in the Limitation Order the statement 
might equally run "Anyone who chooses next winter to buy a cardigan 
mist pay a toll to the shopkeeper for it". But this is-in direct 
conflict with the Board of Trade policy as expressed in the Price 
of Goods Act. That Act was designed to prevent -increases in the 
price of many goods, e.g., cardigans, which are also included in the 
schedule of the Limitation Order. This conflict mst be resolved. 


The second point is 


The position is this. Either some scheme i 
adopted for all the listed goods which are contumed tee oie oes ee 
holds, in order that the Price of Goods Act may have a chance to be 
effective, or prices will rise in order to equate supply and demand. 
If prices are allowed to rise shopkeepers will reap excess profits 
which will not be fully taxed away:under the existing fiscal systen. 
The consumption of retailers will tnerefore tend to. increase, at the 
expense of consumers of the listed goods. Now in the. case of cer- 
tain goods the Board of Trade argument applied to jewellery is quite 
valid, i.e. prices should be allowed to rise to discourage consumers 
but for many of the listed goods it is distinctly unjust. In eithe; 
case there is no reason why the retailer should benefit at the con- 
monet S expense. For those goods, therefore, where a price increasc 

8 desired, a heavy Sales Tax should be imposed. Any additional 
profit which accrues to retailers is subject to E,P.T. except in the 
gesg of small. firms. If the number of such firms ‘is. considerable 
it is always possible to cxtend E.P.T.. For'the others, rationing 
either. antics by article, or by limitation of weekly expenditure in 
Aa rece Glass of listed goods, should be imposed, and prices shoul 


Finally it is worth noting that some lu 

r : xur ‘ood - 

fem eso a aed jewellery is the best Srewote Z uae eae 
Ss ad. @ SE ; 

Bie e sale of these might well be prohibited alto- 
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Diary. . LWO. WeQiks. ending 17. 6. 40. 


2) forecast the extension. of the system of clearing to all 


3) stopped tae grant of licences for the sale of securities 
held in this country by non-residents. : : 
The action taken as to (1) curtailed the demand for free. pounds, 
Similar to the curteilment achieved at the end of March, when five 
of the chief mire exports (rubver, tin, etc.,) were ruled to be 
paid for at the official rate; this former regulation was repealed 
by the new decrees, being no longer nécussary. Lag : 
a The refusal of licences for the sale of securities -by 
foreigners will réstrict the suypnly of Sterling offered in the 
wnofficial-meriet.- Tt is not certaim wnethsr supnly and demand 
are curtailed in equel degree; but the cénstruction of a complete 
system of. payments agreements with 411 remaining countries will 
have a decisive effect on the turnover in free pounds. It. is to 
be expected that the turnover will be negligible in future. Pay- 
ments agreements are being negotiated, so it was stated, with nearly 
‘a dozen countries. So far, only one agreement, based.on "special 
aétounts", was actually in force - that with Sweden. 


ga 
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; Two further payments agreements were completed in the 
meantime, one with Argentine, in force since June 14th, the other 
with Rumania, changing the agreement of June 1929. In. the case 
ef Rumania, the main changes are: payments for freight and ‘other 
ivisible items are included in the Clearing, and Rumania is free 
to use part of her sterling proceeds for purchases in other coun- 
tries of the sterling area. (The latter facility was already a 
feature of the Anglo-Spanish Clearing). 


There were no reports on clearing negotiations with .other 
countries; their successful conclusion should be made easier by 
the announcement that the British Governnent would take unilateral 
action if necessary; two American countries notified their refusal 
to accept sterling for payment of exports and require dollars 
instead: Chile (for wool and other commodities) and Mexico (for oil 
only). . , ie, 

2 The monetary and financial relations between this country 
and France on the one hand and Belgium and Holland on the other 
were settled in two tripartite agreements, signed on June 9th and 
14th réspectively. The clauses are similar to those of the Anglo- 
French monetary agreement of Décember 4th, 1939. With Belgium 
another agreement had been concluded in Nay, before the surrender 
of King Leopold; it was not any longer to the point, and is now 
characterised as "provisional". The new agreement provides fora 
depreciation of the Belgian franc, fixing the rate at 176% (in May 
it. was 124) francs to the pound, the same as for French francs. 

The rate fixed for Dutch East Indian Guilders remained unchanged at 
7.60 guilders to the pound. There are special provisions for the 
Dutoh West Indies. The main purpose of both agreements is to 
enable the contracting parties to buy in the other's territories 
without using foreign exchange or gold. 


The arrangements with Belgium and Holland were hardly com- 
pleted when France's request for an armistice threatened to make 
invalid the Anglo-French monetary treaty. On June 17th, the 
London rate for French francs was described as "suspended", but the 
quotation of 1764-1762 francs to the pound was nominally kept 
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nevertheless. Immediately after the loss of Paris difficulties 
had arisen in dealing in French francs at all, owing to the confu- 
sion in France. French accounts were "temporarily" blocked. 
Another disturbance had been caused to the Foreign Exchange Market 
in London on June 7th, when the unofficial sterling rate in New 
York had jumped within two days from 3.192 to 3.505, and to 3.83. 
This anticipated the steps taken by the British Control, and there 
was suspicion that a leakage had occurred. The declaration of 
war by Italy, apart from the events in France, brought the unoffi- 
cial sterling rate under fresh pressure in a market which must be 
extremely narrow now; the rate fell to 3.52 for a time and was 
3.652 at the end of the period. It proved difficult in London to 
keep the unofficially quoted currencies (such as the yen and South 
American exchanges) in line with the erratic movements of the New 
York sterling rate. The Bank of England continued to publish a 
clearing rate for Italian lire, ever when Italy was in the war; 
the Clearing Office announced that Eritish importers of Italian 
goods already delivered would have wc 2ay (to the clearing account 
in the usual way, and gor this purpuse she lire rate is published 
at 71.25, not crianging now from days uc a2y as it did before. 
Italy's clearing dert to this country 1: estimated to have been 
reduced to £250,V00-é00,000. 


The British Control was active on several lines, apart 
from the major reform mentioned. Penalties for offenders again 
the regulatiens were increased by an Order in Council (S.R.& 0. No. 
929, 1940); fines ».y be imposed to a maximum of thtee times the 
value concerned in he offence (formerly the maximum was £500). 

It was officially s. ted that "persons committing offences are 
guilty of unpatriotic conduct and will be treated accordingly". 


mk Greater stringency in the application of existing regulat- 
iens was brought to bear, too, on capital transfers to the United 
States and Switzerland. While applications for such transfers 
(Form E.1) could be approved so far by authorised panks on their 
own, these applicaticns have now to be sent to the Bank of England. 
The scope for Form E.1 cases is now considerably narrowed by 
Holland's and Belgium's having joined the Allied currency system. 


b The Benk of England withdrew their general approval of 
commercial transactions carried on by merchants in London on a 
foreign currency basis where the goods do not touch any country of 
the sterling area. Applications must be referred to the Bank 
unless the goods are purchased against U.S. dollars and the same 
currency is obtained in reimbursement. 


The authorities are compiling « list of members of 
securities controlled by the enemy. Lit 


Residents in the United Kingdom, according to 
Order (S.R.& O. No.-950, 1940) have to register Bs SOARES apeeecan 
Canada 4 per cent stock, 1940-1960. At the same time these hol- 
dings were vested into the Treasury (S.R.& 0., No.951, 1940). It 
is expected that Canada will redeem the loan by October 41st, which 
will furnish the British authorities with Canadian dollars fer 
purchases of commodities and munitions. 


U.S. shares were firm on the London Stock — 
ing President Roosevelt's assurance of material seins foreeea races 
A rumour was current that the United States might allow funds to be. 
raised against the deposit - as distinct from the sale - of Allied 
holdings of dollar securities. 
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The silver market, in spite of its incul=ution from New 


York and Bombay, was under the influerce of Speculative activity, 
while cash supplies rein.in short. The direeticon of the frequent 
price movements changed in short interv is. ats the Indian Govern- 


ment continued their policy of sunglyins silver from their London 
stocks as soon as the spot price tends to rise xbove @3td., this 
level marks the maximum point; within the fortnight the price. cic 
not fall below 22-°. The prenium on spot material, as connared 
poe the forward price, remuined and wis as high as 13a on June 


Finance. The Clenring Bank's return for the end of May reflects 
the Financing of the budget deficit by floating debt. Discounts 
and Short Loans are up by £61 million, Advances down by £19 million. 
The latter is offset by an increase in Investments by £16 million. 
Since Cash is‘up by £% million thers cori-espsnds to this a rise in 
net Deposits (after ceduction of Balunces in Other Banks) by £61 
million. LReEScHone Pos soF tellin Prom 10,182 teei0.6%: It is interes- 
ting to notice that cut of the total increase in the floating debt 
in May, smounting to £115 million, only £35 million was in tender 
bills; it seems likely, however, that banks took over large: amounts 
of tap bills. If this were not the case the excess of the 
increase of discounts and Short Loans over that in Tender bills 
would show that the increase in demand for deposits wus satisfied 
oy the public's selling bills to banks (or by its withdrawal of 
short loans from the discount market). 


The amount of notes in circulation continucd to rise, 
partly owing to increasing wage bill, but chiefly for reasons con- 
nected with political situation. On June 5th it reached the level 

f£ £549 million; and with the fiduciary issuc of £580 million, the 
notes in the Banking Department fell to the unusually low level of 
£11 million. To remedy this situation the fiduciary issue was 
raised to £630 million. On June 12th Notes in Circulation were: at 
£578,and Notes in Banking Department at £52,million. 


The floating debt reached on June 8th its record figure of 
£1,595 million. 


Labour. Between April 15th and May 20th there was a reduction of 
92,000 in the number of unemployed insured persons. Of the total 
of 880,000 unemployed, about 470,000 were men and 217,000 women, 
the rest being boys and girls. The number of wholly unemployed 
decreased from 840,000 in April to 750,000 in May. 


Welsh miners are asking for increased ration of butter and 
fat, bécause mining work is arduous, and requires more than 


ordinary energy. 


Consumption. The price of milk is to be rdsed to 4d per pint on 
July 1st, but the Ministry of Food is making an enquiry into 
existing costs of distribution, and is planning a cheap milk scheme. 
It is intended to make milk available at 2d a pint to all expectant 
and nursing mothers and to children under school age. 


Deliveries of condensed milk and milk powder by manufactu- 
rers and importers sre to be restricted to half the quantities 
delivered in the corresponding months of 1938. Exceptions will be 
made in the case of manufacturers of brea&, infant and invalid foods, 
and in the case of hospitals and infant welfare centres. 


The Ministry of Food has taken over the curing of herrings 
landed in the principal Scottish fishing ports in the season now 
beginning, and prices have becn fixed. 


Two wes.ce ending 17. 6. 40. 


Maximum prices and standard qualities have been determined 
for ten varieties of jan. The present practice whereby ration 
coupons unused by certain customers are made available to others 
‘is to be made illegal. 


The public is: asked to register with retailers for 
margarine in case it.is dé¢ided to ration it. After July ist, 
margarine and cooking fats will be supplied to trade users only 
under a buying licence. : 


For the next six months supplies to retailers of a wide 
range‘ of goods, estimated at £250,000,000 in 1939, will. be restric- 
ted to two-thirds of the value: supplied in the correspohding. _ abt 
‘period of last year. ‘The goods affected include hosiery; pottery, 
glassware, cutlery, hollow ware, machinery, furniture, clothing, ; 
toys, fancy goods, toilet preparations and gold and silversmiths' 
wares. The restriction of the-sales of linen, cotton and rayon 
-goods in April affected goods the sale of which amounted to about: 


£100 million in 1939. 


Commodities. High shipping costg, bigger American demand and the ~ 
decision to hold bigz2r strategical stocks in the country were 
responsible for considerable increases in the price of tin and 
rubber. Wheat prices declined as a result of Italy's entry into! 
the ‘war. ' 


Quicksilver supplies, hitherto coming from Italy, must now 
be ebtained from the U.S.A., as Spanish production is at a s€asonal 
Yow in ‘summer. Quicksilver prices were increased. 


: The British Government has made enquiries for about 25,000 
tons of copper in the United States; the price to be paid its Likely 
to be about. £64 per long ton, compared with £50 paid by the’ ‘Ministry 
of Supply ‘to Empire producers. It is suggested that the Empire”'s 
refinery capacity is not large enough to. treat the Empfre supplies’ 
of concentrates to the full. = Ligaen Dei 

Fe Wy ; : pat eh 
Industries. : : : 

Coal. Italy's entry into the wer and unlikely events in France 
have changed the prospects of the coal industry substantially. 
For the two weeks ending June 15th the cry has been for increased - 
output. - Closéd collieries in Wales. and Durham were about -to be 
reopened; the rate of Scottish coalsoutput, which had risen ‘by 
about 3 million tons since last September to an anmual rate of 
35 million tens, was to be increased to 40 million tons. Indus‘ 
trial fuel had become increasingly stringent since the occupation 
of Northern France, .and measures were taken to meet French demands. 
In the Newcastle district supplies thrown on the market through 
the closing of the Mediterranean trade were absorbe'd by heavy ‘home- 
and Allied requirements, Exports were partly diverted to South 
American markets. A French armisticé will seriously reduce. °° ~ 
‘British 'éxport outlets, and may well make inevitable a reversal. of: 
‘the expansionist coal policy after stocks have been replenished -in 
this country. "an ; ; ae 


Pe The preposals for a widespread reorganisation of the coal- 
mining industry by amalgamation of mines into district groups are 

to be .shélved until after the war,,(Report of the Coal Commission for 
1938 and 1939). © ; , ; 


Electricity Supply. The Electricity Supply Industry is discussing 
a plan whereby all units in the industry, both municipal and com- 
pany undertakings, would contribute .to the cost of replacing 
property and assets damaged by enemy action. It is hoped to form 
a pool on a compulsory levy basis. '° Tho method of assessment, 
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Whukec on capital value, revenue or volume of output, has yet to 

be agreed upon. The generating stations vould be included@es a 
matter of course; transmission systems way be excluded on the 
ground that conccntration of damage here is unlikely. Adminis- 
tration. by a body such as the C.E.B.is visualised, in order to 
avoid friction within the industry, for instance about questions 

on the order of priority in replacenents of damaged property. 

Such a self-help would be without prejudice to the industry's claim 
for final Government compensation aftcr the war. 


Iron & Steel. 1. Production remains at the all-time high level, 
where it is kept by the seven-day week end uninterrupted activity. 
A new blast furnace has been blown in, and on the consumption side 
new machine-toal works are being huilt. 


2. The Supply of Materials remains, of course, a pressing 
problem, but it does 1.0t appear to be causing any restriction of 
output. Arrivals ov ore from Spain and Africa are said to be 
good. The distribution of domestic ore is more closely controlled, 
though apart from East Coast hematite, of which all stocks are 
exhausted, there is no great shortage, at least of high phosphorus 
ore. The collection of scrap is proceeding more actively. In 
the recent past some (00,000 tons have been notified to the Minis- 

ry of Supply by industrial concerns alone. The British Iron & 
fice Corporation have formed two subsidiaries, B.1I.& S.C. (Salvage) 
ang B.I.& S.C.(Scrap) to deal in heavy scrap. The supply of 
semis, disorganised by the Belgian débacle, has been taken ‘in hand 
and substantial tonnages are being detained trom America. The 
shortage of labour in many of the finishing trud=s is acute. 


3. The chief consuming demands are now tl:e naval yards (the 
meychant shipping supply is now rather less pressing), the machine- 
to61 industries and the colliery and general engineering sections. 


4,:- The Control of Iron & Steel continues to meet with diffi- 
‘culty. The period of grace in which orders need n& have Depart-— 
mént symbols was extended to June 15th, after which date’ a strong 
line was taken and all unmarked orders cancelled. The leakage of 
material into the construction of cinemas and breweries ( of which 
‘examplés are quoted ) is to be eliminated, an Inspector having been 
appointed for this purpose. 


“Textiles. Government contracts have been the mainstay of the 
Manchester cloth market in the last fortnight. Very large con- 
tracts, totalling many millions of yards, were placed for the Home 
and Allied armies. In particular a French textile mission arrived 
in Manchester on June 13th and approached the Cotton Textile 
Production Department under the Ministry of Supply to obtain large 
quantities for the French Army. The Manchester Guardian quoted 
420,000,000 yards of drills and denims as the requirements of the 
French and Belgian armies. It seems clear that whatever the 
outcome of events in France this quantity will not be needed, and 
can be transferred to the British Army. 


It is believed that the entry of Italy into the war will 
eventually result in increased textile exports from Lancashire, 
since that country has been a serious competitor for many years, 
particularly in the rayon trade. 


Cotton. The publication of the 1940 edition of the "Lancashire 
Textile Industry" (John Worrall Ltd., Oldham) throws further light 
on the productive capacity of the industry. Present spindleage is 
given as 38,073,868, the smallest since the directory was first 
published in 1882. This compares with 39,144,372 a year ago, and 
the “peak" of 60,973,381 in 1917. In the last four years the 
Spindles Board has scrapped 6,500,000 spindles. 
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Employers and union representatives in tut cotton industry 
have agreed to extend fron four to ten Wecxs the overtine system 
introducea at the beginning of June, under which oncratives work 
554 hours instead of 48 hours 4 week. Alresdy tne inerease in 
output has been ‘'gvatifying", but for sone qualities of yearn it 
still falls short of manufacturers’ requirements. However it seems 
probable that the deficiency will be made good now that..the Cotton 
Controller has begun to oider individual mills to produce only yarn 
in respect of which preference directions have been issued. There 
is also to be some latituac as regards variations from the original 
specifications of Government cloths. 


Wool. The Ministy of Supply is to tighten up the control of 
wool scheme. Control of Yool (Nq. i1) Order gives the authorities 
extensive powers in celling for returns from those engaged in any 
section of the trax 


At the annual meeting of the National Associations of. 
Unions in the Textil. Trade it was urged that prices of all wool 
textile goods, from lhe raw material to the finished article, 
shovld be controlled, 


The majority of mills engaged on Goverment production are 
working overtime. lu fact in most sections spinuers and manufac- 
turers are so busy on such work that very little attenti6n is being 
paid to civilian needs. There has been some re--csale to the 
@ivilian market, however, of yarns originally intended for export 
t6 countries now under German domination. “ne oxnort drive is 
going fairly well, though new orders are felline off and markets 
have been further restricted by the closing of tne Mediterranean. 
The entry of Italy into the war will causé a “sli in world wool 
values, as Italy was an important buyer, espcvialliy from South 
africa. As a result it is possible that South Africa may now 
éxplore the possibility of selling all her wool to Great Britain 
next season, as already arranged for Australia and New Zealand. 


Rayon. Fresh buying is on rather a restricted scale, though 
most markets of piece goods are busy with previous orders. Some 
producers who make almost exclusively for the hoine trade would 
welcome a lifting of the limitation of sales for home consumption, 
as order books are running down fairly rapidly, with little prospect 
of new business. 


For some w2eks the overseas demand for rayon goods has been 
very poor, due to the war situation. Despite the increasing 
gravity of the situation, however, there has recently been a slight 
improvement in the demand for export of rayon picce goods. Now, 
also, it is hoped to develop exports at the expense of Italy, which 
until the rise of Japun, was the largest exporter of both rayon 
yarns and, piece goods. There was an important trade with the 
Dutch East Indies, Now Zealand and certain South and Central 
American countrics. 
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SUMMARY OF CONTENTS. 


In this issue of the Bulletin consumption and schemes 
or further rationing are discussed from severat angles; the views 
and recommendations put forward in signed articlés are: those of 
the respective authors, and not necessarily those of the Institute 
of Stetistics or of the Editor of the Bulletin. 


41. Mr.Ellis discusses the possibility of excess capacity appearing 
in the Boot and Shoe trade; that is to say, more aeace may be 
employed there than is justified by minimum civilian demarid plus 


military needs (see p. 3). 


2. Mr.Daniel publishes an analysis of retail trade figures; the 
most marked feature is the apparent decline in the total volume of 
sales of retail goods, including food. The statistics, it should 
be noted (p.6);, exclude, however, the small retailer, and suggest 


the possibility of an important shift in his favour. 


&. The Institute of Statistics has been in correspondente with 

Dr. Salaman, who has experimented in the improvement of potato- 
seed production in this country the brief note included here (by 
kind permission of the "Gardener's Chronicle") gives some indication 
of the need for further planning to be done if the potato crop is 

to be extensively relied on for our food requirements. 


4. Mr.Kalecki propounds a financial scheme that would be a possibic 


alternative to other methods of avoiding inflation and restricting 
consumption. Under the scheme a maximum total expen ure: per head 
in shops would be fixed for all consumers, (p. 7). 


5. The Diary is mainly coricerned with the. effect on various parts 
of the economic system of the armistice between the French Bordeaux 


Government and the Nazis. 
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THE FRESENT POSITION OF THE BOOT & SHOE 
INDUSTRY. 


In this note it has becn attempted to review certain fea- 
tares of control in the Boot ara Shoe Industry, prior to and durinvs 
the war and to examine the pre: ut position with a view to ascer- 


taining a line of future poli- 


During 1939, the industry exhibited two phases of contimion: 
control. The first, a scheme by which a central organisation 
restricted output of tanned :1e leather to a fixed periodical quo". 
was introduced at the beginni::.; of 1939. It is difficult to see 
why the scheme was brought into being. Retail Prices of Boots ia 
Shoes, measured by an index based on returns from nine departments. 
stores, were stable from the middle of 1938 to the middle of 193°. 
Consumption, measured by the value of retail sales by the Board cf 
Trade TSee Table II) was actually higher than during the same 
period of the preceding year. There is noticeable a certain hesi-- 
tancy on the part of retailers ta replenish stocks, but this 
tendency was very slight and in no way provides a reason for res- 
triction. Output of Boots. and Shoes shows no decline during the 


preceding year. 


It is difficult, therefore, to understand either the nece=- 
sity for the restriction or the effects of the scheme on output v: 
price. One may, perhaps, infer two things. Firstly, the manu- 
facturers may have éndeavoured to “squeeze” the tanners, and the 
latter resorted to the restriction device as a counter-measure. 
Since output of foot-wear in 1939 increased as compared with 1935, 
(See Table I) there is no evidence that the scheme was used to 
restrict output, but it may have sufficed as a threat. Secondly; 
it may have been an attempt by the tanning section of the industry 
to:;reduce the profit margins of the manufacturers without, however, 
going beyond the stage of a bargaining weapon. 


In September the voluntary restriction was abandoned, as “she 
official Leather Control came into being. The policy of the latéei 
body has been from the beginning to fix maximum prices with ‘a view 
to the elimination of speculative bidding, and to earmark stocks 
of suitable leather for service requirements. 


The price policy of tne Control is open to some criticisn. 
Prices of hides, which were steady in July and the beginning of 
August, weakened a little at the end of that month and were then 
held steady by the Control until Novenber, when they shot up, on tire 
average by 24%. It is at least arguable that if manufacturers are 
to be protected from the disconcerting effects of sudden price riser 
due to overnight speculation, that they should also be protected 
from sudden rises due to over-night pronouncements of the Leather 
Contrai. _ It must have been evident throughout the preceding . 
September and October that’ the supply forthcoming at the September 
meximum price was not equal to the demand, and a belated realisation 
led to a drastic rise in the maximum prices. 


__ From Table I it would appear that the supply of footwear 
for military purposes is extremely goodi Indecd the rate of output 
obviously exceeds the rate of recruitment of men and women to the — 
Forces. At some point, therefore, and clearly in the near future, 
stocks in hand will be sufficient to mcet the needs of future 
additions to the armed Forces and the output of military footwear 
must contract to meet the much smaller rate of replacement. 


As recruiting procecds it will be the case that civilian 
demand will decline to some extent, It is always possible to 
stimulate civilian demand by the production of new styles or by 
<Govonaus 5 Loe “LT ge) feamstod attrtontes of o particular brand. 
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This is especially true in the case of women's shoes, where sty t 
and fashion make different shoes for different occasions a conven - 
tional necessity. It is therefore quite possible that the indus-- 
try may fight the decline in civilian consumption by the productioi 
of new. styles and the creation of new needs. ; 


The loss of imports was approximately balanced by the los: 
of exports as the war progressed. The remaining markets are 
chiefly British overseas countries, and there is little reason to 
Suppose that exports to these markets can be stimulated or new ma”: 
kets successfully opened. : 


= While the. expansion of thé industry at the beginning of ta: 
war (see Table I) was necessary toa meet large military needs and tu 
ensure adequate stocks for civilian use, the continued output -at 
a - a slightly decreased rate is, in effect, a drag on the was 
effort. ; 

In certain. industries, notably the luxury goods industr'=:. 
the omission of reserved occupations from the schedule of reserv:: 
tions has been sufficient !to ensure a contraction of output, wits 
the consequent re-absodrption of mobile resources into industries 
morg important for the war.,effort.- In the Boot and Shoe Trade ~11. 

sche dujes have prevented this procéss. Of an estimated total or 
86 ,000°--men engaged in the, industry, possibly 19,000” have been 
-recruited to: the Forces, and, under the present regulations no 
further losses can be expected. 


oa The problem of excess capacity in.this trade must shortly 
-arise, but it is here urged that this reduction of consumption is 
not sufficient. The standardisation of shoes for the home markut 
would do: much to reduce consumption, especially of women's shoes 
This process ‘of reducing output must, however, be extended to 
secure the frecing of resources. for the maximum war effort. 


Two methods are possible. In the first case the Leathce 
Control could raise the prices of lcather and hence reduce consury 
tion. In the second case, boots’ and shoes could be brought into 
the scheme of rationing scarce goods. This would involve the rex- 
triction of leather imports, which could be effected through the 
Orders of the Leathcr Control, either by lowering the maximum prices 
when prices are constant or ty keeping maximum prices constant when. 
leather prices are rising. The: method of restricting .:consumption *' 
by meens of -rising prices is inadvisable, since it makes more 
obvious’ the inequality of incomes... In the case of rationing con- 
sumption it must’ be! rememberca;that decreased output must involve: 
some inéreased costiper unit, and jt is suggested here that retai: | 
prices should, be- subsidised bn some plan-to ease the position of th- 
low income groups. 

LC 


4 Obtained by collating the .Ministry of Labour Numbers of ‘Insurcd, 
4931,' with the Census. of Populatidn, 1931, numbers enumerated 

and applied to the 1939' Numbers of. Insured. 

Obteined by estimating total withdrawals and imputing to the Bout 
and Shoe Trade withdrawals based on, the.proportion of estimated 
numbers occupied in this trade to total estimated numbers occupied. 
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Table I. 

Estimated total output of ifen's and Women's Boots and Shoes with uppers 
wholly or mainly. of leather and soles of leather 

and other materials, 


‘Change | Total « Men's Forces Change Total..|Women’s Fores. | 
| over Output. ' Footwear. over out— Footwear. | 
‘Corres i Known ;Estima-|!Corres-| put. Known Estima-s 
lponding © tput.| ted ponding Output.| ted : 
(Period pa Total Period Total 4 
Daten pees tous! Output. jprevious Output | 

year. year. Wo~ 

Men's Men's Women! 8 men's. 


| % | Pairs | Pairs [Pairs. | Pairs Pairs. | Pairs. 


1959 
ane 
June + 10.6 


July | + 21.8 
Aug. | + 28.1 23326 ,000 
Sept.! + 17.0 3,155, 0001 432,699 649, cools 
Oct. } + 18.5 3,110, 000/439, 241] 659,000 3,799 000115 5319 22,900 
Nove | + 2920 3,293, ,000 514 9422] 767,000 4,047,000 1,368 2,000 
\DdCe + 24.8 3 789, 000/452, 567} 679, EE 15.5 | 3,295,000/19, 145] 28,700 


“1939 * 16-2 | 16.0 | 35,222,000 8, 929)2964 ,000] + 12.9 a2, 282,009 ey ooqho 796 Ree 
1940 

Jame | + Bee 3,167,000! 5,751) 843, ob H+ gates 6{ 3,953,000%,481} 52,000 
Feb. + 21-2 3,042, 000) 620 , 891} 931, OOO} 6.8] 3,602,00021 ,845}] 33,000 


pace + 24.3 | 6,179, Sse Locos GME ,000}+ 2.9] 7,555,000 56, 326] 85 ee 


3,515,000) 4,964) 7, 400 


1 
ent arene ane ww = 


Based on returns from 218 firms, being approximately two-thirds of the 
firms engaged in the industry. 

Estimated Outpur of Service Footwear is included in the total estima: 
autput of footwear for both sexes. 


Table II. 
Peraentage ehange in value of retail sales and retail phe ee “ cost, 
each month compared with the corresponding month previous 


1559 | 4959 11989 Et 4939 — 
Jan. Feb. | Mar. 


Source: Board of Trade Journal. 


A. W. T. Ellis. 
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WAR-TIME CONSUMPTION OF FOOD. 


_ In 1937 approximately 50% af the value of all consumption 
goods in Great Britain related to foodstuffs. Thus when reductior. 
in expenditure on consumption is mooted attention ig immediately 
turned to food. But there are other reasons for the marked war- 
time importance of food. It is a physical necessity, a slight 
reduction of which would impair efficiency and morale, and because 
Bome 43% of our total supplies are imported and increased home 
production takes Bome time, its adequate provision is a matter of 
some diffioulty'. 


Three sources of information are available about the effec’, 
of the first months of war on food consumption. The Bank of 
England publishes the changes in value of the foods and perishable 
goods sold by a number of department stores, multiple shops, inde- 
pendent retailers and co-operative Societies. These figures have 
been corrected for price changes by an index constructed from tne 
Getailed list of prices published in the Ministry of Labour Gazet<c, 
éach food being weighted according to the total value consumed in 
1934 (vide Sir John Orr's "Food, Health and Income")2, Since the 
Ministry of Labour figures relate to prices on the first day of the 
month the index taken for each month is the average of the figure 
for the first of the month and the first of the following month. 


Change in Food Sales According to Bank of England 
Retail Trade Figures. 
(Price Changes Removed). 

Percentage Change in War Months compared with Corres- 


ponding Pre-War Months. 
‘ ; ar.= 


OVe Dec. Jan. Feb. Apr. 


Sept. Oct. 
Scotland 4.9 - 1.0 - 2.9 - 4.4 - 601 -73.1 -10.6 
North-East 9.4 4:0 = 2.8 = 3.7 - 6,1 -14.6 -11.6 
North-West 8.8 = 1.8 - 3.5 - 4.4 = 8,6 -16.0 14.8 
Midlands & 

Ss. Wales 13.3 5.3 = 1.0 = 3.4 = 4,5 -19.4 14.3 
s. England 14.4 4.5 2.5 4.90 — 3.9 = 9.9 — 9.8 
London,Cen= 

tral & W. -25.5 -37.5 -38.6 -29.0 -27,0' -34.4 -34.7 
London, 

Suburban — 4.0 -11-7 = 9.7 = 9.2 = 9.5 -17.9 -15.8 

otal, Grea 

Britain 7.9 - -8 bad 4.9 on 6.6 om 9,1 -16.9 -15.3 


The table shows a gradual reduction in all regions as the 
war progressed, until in March-April food sales were 15% less than 
in March-April 1939. 


i 
4 In 1934 the actual calorific intake of the population is estimated 
to have been 10% above its requirements, Since the beginning of 

the war calorific requirements have been increased by the movement 
of unemployed and unoccupied persons into employment, longer hours 
of work, etc.» «fo that the present margin between consumption and 
requirements can not be a wide one. 

2 The resulting price index ia pele hla the Ministry of Labour 
index as follows (% change, first day of war month over correspon- 
ding pre-war month). 


Sept. Oct. Nov. Dec. Jan. Febs Mar. Apr. 
New Index -1.2 8.7 Aide Ope, ale Ol alice 22.3 30.2 


Ministry of. 
Tabour =104 7.9. 14.0° 41.8 1404 116% 11.9 17.0 
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Similar figures can be calculated from data relating to 
sales by Co-operative Societies. Price changes have been removed 
as abovey; appropriate indices being ,caltilated for the separate 
groups of groceries. meatiand diggry: procugip- ~ 
Changes intiFogd Sales by Gd-o erati¥é:Societies. Mar. - 


v1, Sept. Oct. Nov. Dec. ef nN. Feb. Avr. 
Groceries & Bread 3-9 -8;9 -=-14.5 -19.7 =13.3.=16.7 -15. 


Meat D5 Sg ee b= Ae Ot ee ae 
Dairy Products te eh. Oe 0. = 808 =12.9 -11.7 =25.4 -23.7 


Total all foods =n 
greengrecery).'. 01 ithe 3 cB. 5 76-0 5 4.0 = Tel 180" 15.7 


The feyr-groups, of foogstuffs inéluded in the above total 
were! weighted ,according to. thesr appbe sence, tn the 1934 national 
diet, so;that.;thé figure for the total ts unaffected by misrgpresen-- 
tation of any. grous,in Co-operative sales., _ The decline; in ‘sales | 
was:greatest -in dairy products .and’ greengrocery and fish, 


, Finally the, following figures relate to a group. of grocery 
shops with a total turnover exceeding £20,000,000, and‘ selling :tea, 
sugar, milk and-@ream, jams, cakes, biscuits, flour, butter, 
margarine, cooking fats, bacon, ham, eggs, Sausage and cooked meat; 


January~1940.' . February +940. March-April 1940. 
; -7 «Ax -1. 3) -16. 2% 


These figures“weré based on details of -the -quantity-and.value of 
each food sold and the foods were weighted as before, according ~~ 
to their impo#tange” in 1934. 


These three gources of information show clearly “a fall of 
some 15% in food consumption in March-April 1940; as compared-with 
the same months 4n:1939. | Perhaps 4% of this decline can“be ‘attri- 
buted to the recruitment ‘of mén and women into the Forcés; where 
they draw on wholesale and not retail food suppliés. The ‘remaining 
117, suggests q.considerable falling off in actual food consdmption. 
Further work would”’be required to verify this: foéd sales. may’ Have 
shifted in:favaur of the small retailer, who is not included in“fhe 
above statistics; dnd householders may bé ‘consuming theip'stdécks of 
food. ‘“Moréover; ptirchases may now: inelude-more.of the cheaper., 
foods and less.of.the dearer foods. | Thys, according’to the: data 
for the group of grocery stores, the greatest. increases in ‘quantities 
purchased haye been. in the case of cooking fat, flour, jam and 
margarine, and-the greatest décrease inthe case of:butter, bacon, 
ham and lard. ; ; ‘ 


_ IMPROVEMENT-OF CROPS: POTATOES. 

_ ‘The health of our! Potato crops: depenis on the prevalence :-- 
of the green-fly.' “The. only. protection against this pest. is'to get 
rica of sources of infection, and to;introdace each year’ éléan-— "i.e. 
Virus-free - Potato seed, .Less:than one-quarter of-the. potato -. + 
lands of Hngland is, however, planted annually with fresh seed, ori 
Scotch or Irish, even including the’ uncertified fresh séed as..weil. 
as the "good" grade. The loss resulting from the: use of home-grown 
secdisestimatea. gt not. kess than. 257, of the:- potential crop. 


The situation cannot be remedied immediatély; it™necessi- . 
tates planning oVer';several years. , Potato seed-raising showld be 
en industry in itself, snd should be’ ‘conducted im those parts of 
tne country where Virus disease is at a minimun. Wind and moisturz 
are the two main factors that control the green-fly. There is 
plenty of suitable land in Scotland and Ireland for seed-raising. 
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The British Isles are not only capable of supplying our 
entire Potato requirements; they are indeed uniquely adapted to a 
idee which should result in the highest tonnage per acre in the 


(The above is a précis of Dr. R..N. Jalaman's 
views, as previously published in the "Gardener's 
Chronicle, May 4th, 1940). 


A SCHSUE OF CURTsILiiXNT OF CONSUMPTION, 


by M. Kalecki. 


1. The fundamental problem of the war economy is to curtail 
the purchasing power of the population so as to prevent. a violent 


em-rise in prices, which is bound to come, since the productive resour- 


nt 


ces are limited. Steeply increasing/expenditure and difficulties 
on the supply side - both as regards labour and raw materials - are 
aa to render this problem particularly acute in the months fo 
gome. A solution of it - now generally known - has been proposed 
by Mr. Keynes. His scheme of compulsory saving raises, however, 
two important objections: 


(1) Compulsory savings will be im many cases offset by reduction in 
voluntary savings, or even by dissaving. Moreover, compulsory 
savings may be made by reducing expenditure on rent, entertainments 
and other services which release no resources in terms of raw 
materials and little in terms of labour. Thus the scheme may fail. 
to a great extent to achieve its purpose. If somebody's compulsery 
savings are made by saving less voluntarily, reducing his dwelling 
space, or giving up the cinema - he does not, indeed, contribute 


much to the war effort. 


(2) Mr. Keynes' scheme does not attcmpt to establish a certain 
maximum for the consumption of the rich before the compulsory saving, 
is imposed on the poor. Moreover, it is clearly chiefly the rich 
who may elude the curtailment of consumption by dissaving. 


We shall outline below briefly a scheme for reducing expen- 
diture which is free of these two major disadvantages of Mr. Keynes' 


solution. 


e. The general principle of-our scheme is rationing .of expendi- 
ture; and since, as mentioned above, reduction of enjoyment of 
services releases little in the way of raw materials and labour we 
concentrate here on the expenditure in retail shops’. : Thus a 
maximum for. such expenditure of, say, £60 per annum per adult person 
and £35 per child below 14 is fixed, and to this extent coupons are 
issued, any sale by a retsiler without coupons being prohibited 


under heavy penaity. 


Apart from services (inclusive of gas and electricity) the 
following goods could be bought coupon-free: (1) second-hand goods; 
2) repairs;-(3) medicines; (4) newspapers, journals and books. 
For furniture etc.. for newly-married couples a special allowance 
could be made)*. 


; ore : a 
4 This has also the advantage of not interfering with existing con- 


tracts and commitments. 
2 The coupons required for purchase of ‘meais in restaurants must be 
only a certain definite proportion of their price, since. it in- 


cludes the cost of service. 
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The control of retailers may be based on arrangements no: 
being made for collection of the purchase tax;.the retailers mast 
surrender to the ‘authorities the amount of coupons covering their 
turnover. By, this, however; the problem of control is not fully 
exhausted. Indeed people of low income ‘Phades will, of course, 
not fully use their coupons, and thus may be tempted to sell the 
residue of coupons-or to use them to purchase goods for other per- 
sons against’ reward. To prevent this, apart from the absolute 
maximum of expenditure, a maximum percentage of income to be spent 
in shops must be fixed, at a level approximately equal to the 
actual percentage spent in shops by the poorer population. ‘Eo 
this percentage were, say, 75 per cent., then a family with an 
income of £160 is permitted to spend in shops only £120, though 
the absolute maximum expenditure of a couple with one child on the 
pasis of £60 per adult person and £35 per child would be £155. 
The enforcement of this part ofthe scheme may be easily carried 
out by making people send in the old coupon books with the declare 
tion of their incomes. The authorities may then check in collabo- 
ration with H.M. Inspector of Taxes whether the unused coupons 
represent the due amount, and fine people who have exceeded 
appreciably the percentage prescribed. 


3. In-the following Appendix the calculation is given of the 
extent to which the operation of the scheme will curtail the 
expenditure in shops, on the assumption of maximum expenditure of 
#20 per adult person and £35 per child. We arrive at the figure 
of £400 million. (This is, of course, only a crude estimate 
which has no claims to precision). The yield of Mr. Keynes' 
scheme (after deduction of family allowances, etc.,) comparable 
with the above figure is about £500 million®. But, as mentioned 
above, the actual money yield may be much smaller, owing to the 
weduction of voluntary savings or dissaving, and the yield in terazs 
of raw materials and labour will be relatively smaller than in on. 
scheme. Thus the £400 million of “general rationing scheme" are 
likely to release rather more resources than the £500 million of 
compulsory savings, and this without imposing any burden on the cw 
incomes. 


APPENDIX. 


1< .We shall estimate here by what amount total expenditure in 
shops will be curtailed if its maximum is fixed at £60 per annum 
per adult person, and at £35 per child below the age of 14. We 
take into account only the reduction in expenditure by people who 
earned.in 1937 more than £250 a year. Actually our. scheme affects 
also some higher grades of the remaining incomes, but we neglect 
it since the bulk of the yield comes from the category with incomes 
over £250 a year; this, of course, causes our estimate to be rather 
pessimistic. 


; The general course of the calculation is as follows. We 
establish the total consumption of the.over £250 income earners/and 
the number of such incomes in that year, and so obtain the average 
consumption per income. We estimate the percentage they spend in 
shops and thus have their cxpenditure in shops, per income. We 
estimate roughly how much this changed from 1937 up to the present. 
we then estimate the expenditure per income corresponding to the 
maxima of expenditure assumed above.. The difference between the 
actual expenditure per income and this maximum multiplied by the 
ee incomes gives us the aggregate reduction of expenditure 


1. “he control must be particularly tight for sho: : 
‘he contr ps. selling luxury 
Sel gaa a will suffer most as a result of the goeret tee 
“1g scheme and thus will be most tempted to i = : 
ovex by. selling without coupons. . gether sie ed he ly 

2 Cut of whic 650 milli s i 
BERS ahaa about £6550 million is derived from the income class 


= BS 


2. The consumption of people earning more than £250 in 1937 is 
given by Mr. Clark as about £1,640 million, The number of incomes 
above £250 in 1937 is given in the "Home Market" as 3,2 million. 

This estimate is however, very unreliable (for 1934 the "Home Market" 
gave 3.5 million). Thus we take for this number 3-4 million and 
consequently for the average consumption ver income £h10-5h0. 


3+ The next problem is to establish the percentage of expenditure 
Spent in shops by people with incomes over £250. The data on tuis 
point are extremely déftcient. ic base our estimate on N. Balechin's 
"Income end Outcome", (1936) where 32 budgets of families with 
incomes above £250 are given. The classification of expenditure. is 
not sufficiently detailed to permit a correct assessment of items 30 
in shops and elsewhere, and therefore only a crude estimate is possii 
The results obtained are given in the following table: 


Annual Income Percentage of Expénditure 
Spent in Shops 

& % 
250 — 1.00 62 
400 = 500 57 
500 = 700 ey 
700 -1500 48 
1500 - 2000 44 


There are no precise data available about the distribution 
of consumption among various income groups, but from the data on 
distribution of incomes and the aggregate consumption out of in- 
comes over £250 it may be concluded that the average percentage’ of 
expenditure spent in shots by people with incomes over £250 is, 
according to this Table, about 55% 


4, Since, however, the above data are very unreliable, we shall 
make another indirect estimate of this figure. From the family 
Rudgéets with.an income below £250, given in the. ‘Home Market", 
we obtain, as above, a crude estimate of the percentage in question 
for lower incomes, It proves to be pretty uniform about 71% for 
varicus grades of income below £250, Since, according to Clark, 
the relative shares of incomes below and above £250.in the total 
expenditure in 1937 were 62.5% and 37.5% respectively, the general 
average percentage of expenditure spent in shops was: 

Timea Capen DD» Delis 5 = 05." 
Now from the estimates of Mr. Feavearyear it follows that in 1937 
this percentage (ratio of expenditure in shops to total expenditure 
exclusive of direct ce eteay was. also 65%, which gives a check on 
our figure of the percentage of expenditure spent in shops out of 


incomes over £250. 


5. With the average consumption out of incomes over £250 in 
4937 equal to £440-540, and the percentage spent in shops equal to 55%» 
the amount spent in shops per income is £226-295. The rise in prices 
of goods bought in shops since 1937 up to the present may be estimated 
at about 15% Assuming further (which is, I think, plausible) that 
real consumption:of people who earned over £250 in 1937 is now about 
the same as then, we obtain for its present valuc £260-340. 


We may take as a "representative" income over £250 a married 
couple with one child, Thus at our standard of maximum expenditure 
in shops of £60 per adult person and £35-per shild there corresponds 
to an income over £250 the maximum expendituré in shops of £155. 
since we estimated above the, actual average expenditure per income 
cver £250 at £260-3110 the difference makes £105-185 per income. _ ae 
Thus, with the nutber of incomes over £250 in 1937 equal to 3-4 militc:, 
this gives a reduction in respectivé expenditure in shops of 


},20-550 million. 


Se War 
Two weeks ending 30. 6. 40... 


Diary. 
Foreign Exeh ange. Two Opders have been issued further implementing 
he néw policy ofthe Treasury with respect to exchangé irate ‘policy. 
bershoest Finans y¥. (Restrention oftipayment a). (Nov 4 ) Order, 1940,°:! 1 
S.R.& 0. 1940 NO.1039) ad Defence (Finaric) (Export of\Goods) 7 
Cae Order {HR & Q. 1940, Nowt040) intpoduce an effective pay’ 
ments agreement, in financial and export transactions with Brazil “4 
on the basis ofthe official’ rate. aig 


-The rapid rise of free sterling consequent on ‘the new 
blocking’ arrangements seems to have taken the Treasury unaware'’s. - 
The original Order forbidding. the payment for exports in free’ -| | 
sterling as. from June 10th.1940 was modified so as to exclude govés 
bought’ ‘by foreigners prior to June 8th. . The free sterling rate’ >” 
rose accordingly from 83;60,on June: 2nd to 3.725 on June @th.< --': 
It is interesting to note that no measures were taken’ in’ order to*.'' 
safeguard the continuity of the export trade in faceofF the § “- ~ 
appreciation of the pound. ~The policy of discriminating prices 
which still seems the only rational method has still not been 
accepted by the Authorities. 


A Treasury Order instructs all refugees who arrived in the 
country prior to September 3rd, 1939, to hand over their gold and 
foreign exchange reserves. The war-refugees still seem to be 
granted an exceptional position. : 


Withdrawals from French accounts were prohibited after the - 
surrender was negotiated by Maréchal Pétain's Government, Certain: 
specific transfers such as drafts on sterling area ‘banks by other : 
sterling area banks can be honoured, provided they were, bought 
prior to June 17th, 1940.. The branches of the French Banks in 
Britain are permitted to continue operations. - he 


A.further and important measure of control is the prohib* - 
tion of transfers of foreign stocks registered.under S.R.& 0. 19&°¢. 
No. 966. These include stock of - ‘es Ma 


Argentina Norway 
Belgium Swe derr 
Canada ‘Switzerland — 
France Us Se Ae 


This ban is explained by referring to the capture of large Ox 

cab E amount: o 
stock by the Nazis in Belgium, Holland and France, ta pen igtbap barely 
to tighten up the restrictions on capital exports and finally by  ~ 
the wish to transfer securities abroad as a precaution against 
invasion. 


Finance. The most important feature of the mone 
t y market was t 
issue of the 23% National War Bonds on June 25th. The issue -< not 
- Limited, and will be permanently availabie "on tap". The loan is 
Sa ads. B perc renga option from July 1st, 1945, to July ist,1947 
e@ interest on the loan corresponds closely t , 
of short dated stock. 5 bok Sor Ropers tet 


The new loan has two definite advantages: (1) It 
dated, and this makes possible a "25% war". ~(2) Bs aeaveanee 
tee tet and thus. the flow of funds to the Treasury will be more 
en hone A case of payment for: the issue being fixed to 
> e _ : 
hd hepa so that the resulting disturbances on the market will 


The only doubtful point is whether eve: 
ways ea . even a sho rt dat alt 
ape yaodse ery and whether there is anything harmful Pret? Siete 
current deficit by floating debt and“to have in this way a ''4o% agi 4s 
(This -problem was considered in Bulletin Noe 1) as (alae 
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The heavy purchases of the new loan were reflected in a 
strong jump in the Public Deposits from £35 million on June 19th 
to £58 million on June 26th, while Bankers' Deposits fell, £104 
million to £83 million, which caused a certain temporary tightness 
on the market. The note circulation continued to increase, and 
reached, on June 26th, a new record of £602 million (on June 12th 
£516 million). 


The fall in shares continued up to the last days of June: 
anc reached a level which (as measured by the index of the 
"Financial News") was lower by 3 than on May 9th, on the eve of 
the invasion of Holland and Belgiun. 


industries & Commodities. 

Coal. Reports from Glasgow and Newcastle suggest that full 
output was still being’ maintained. The outlook for the future 
was, however, uncertain; the export market had completely collapsed 
oS a result of Marshal Pétain asking for peace in France, and of the 
previous closing of the Italian market. It was thought that 
programmes of expanding output would have to be scrapped, as a-: 
total output of coal of 2350 million tons annuelly would probably 
‘suffice for the domestic market and such export and bunkering: trade 
re remains open. 


P The building up of stocks held by factories and by private 
consumers becomes even more important to ease the strain of the 
sudden redyction in overseas requirements. 


Pubber. Speculation in rubber became so serious that on Monday 
June 17th dealings in rubber were completely suspended: by the 
Capmittee of the Rubber Trade Association. Before being closed, 
thé market was firm, with prices up to 1/2id per lb. 


‘Later, when the market was reopened under a strict ban o: 

further speculation, there was a setback in prices, as:the spec: . 

ive positions were liquidated. It is interesting to note, as ti 
"Financial Times" remarked, that "speculation was operating to 
depress tin and inflate rubber. One explanation is the increasin:, 
likelihood of air attack: rubber burns, tin does not." Another 
cause of the upward tendency in rubber prices was the general beli«: 
that the U.S.A. would require more rubber, not only for direct 
re-armament purposes, but also to satisfy the expansion in civilic: 
output (private automobiles especially) that it. was anticipated 
would result from an armaments boom in the U.S.A.. Rumours of tie 
American purchase of 100,000 tons of crude rubber were published 
on June 22nd, but owing to the ban on speculation business was 
nearly at a standstill, and prices were nominal. 


The Rubber Trade Association issued on June 26th a notice - 
that was designed to restrain speculation both in spot and future 
rubber contracts.: Business between members and non-members of the 
Association was banned except for the purpose of liquidating exist- 
ing commitments, or where special permission to deal had. been 
granted by the Committee. By taking this drastic and vigorous 
action the R.T.A. averted the introduction of direct Government 


control. : 


Tin. The standard cash price of tin per-ton touched £290 on 
Friday, June 14th. On June 1€th it;:fetched £264. 5s.. There wac 
a lull in the slump of tin prices two days later, followed by a 
brief recovery, but on June 27th the price was down to £257. 


The closing fortnight of June was thus remarkable for tnu 
uncertainty of the market as to the future prospects of tin. Toe 
main factors in the uncertainty were the French collapse, alleged 
Japanese designs on the Dutch East Indies and the rumours of 


le 
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a 3 accumlating supplies. That the spot price 
ieee tate Beta hee on Pelee was due to the immediate : 
importance of the first factor; the sudden absence of French demend 
and thé spéculative movements accompanying it were probably the 
basis of the deéline. 


Iron & Steel. 
4. Gontrol and Prices. By the Control of Iron and Steel (No. 10) 


Crder, issued by the Ministry of Supply over the week-end, iron an.' 
stecl prices were advanced for the third time since September 
(previous increases, November 1st and February 4st) The new 
prices show additions ranging from 3/6d ~- 9/-d a ton for pig iro_- 
to 27/6d a ton for steel billets. Practically every steel makin~ 
waterial and finished product seems to be included in the Schedul”- 


A new principle in Iron and Steel price control has been 
introduced. For whereas the entire proceeds of the two previous 
increases of £1 per ton (average, for steel billets) were paid 
into the Central Fund, to meet increased costs of imported raw 
reterial, (Diary Note, 18.5.40), no allowance being made for in- 
ed conversion costs, part of the latest increase will be 
received by the makers to cover various other increases in costs, 
including certain transport charges, higher scrap prices and wage 
jhAcreases. The average increase in the case of steel billets is, 
it fact, about 25/-d, and of this only about £1 is paid into the 
Centyal Fund. 


The implications of this departure are fairly clear. As 
the "Economist" said, the Ministry of Supply appeard to be allowiny 
the rise in conversion costs not offset by equivalent price increases 
to act as.an additional method of profit-limitation. We might now 
appear to be ambarking on a progressive sequence in which increas: i 
wage costs are to be offset by increased selling prices. 


ae 


2+ Production: remains at a high level, being limited apparenti; 
only by plant capacity, and to some extent by the raw material 
position. (This is alluded to for the first time in the market 
reports, though re-rollers' supplies of semis are expressly exclu 
as far as immediate requirements are concerned). 


Distribution of steel to users was slightly impeded in th 
Sheffield area by cases of non-compliance with the Control Scheme, 
but this was only temporary. 


> Apart from thc Var Departments, railways, public utilities 
god collieries are taking a great deal of steel. 


3+ sxrorts. The export field is very disturbed, manufacturers 
having to cope with bad debts in countries now under enemy control. 


Permission to export corrugated galvanised sheet and black 
sucet, suspended for June and July to enable urgent French require- 
neni to be met, has been restored. 


_. @extiles. The index of the value of wholesale tradi in tex- 
tiles, compiled by the Wholesale Textile Association in ceLlabosaeten 
with the Bank of England, shows a rise for May compared with a year 
BEC» . Stocks are at a higher monetary level than in May 1939, but 
allowing for increased prices real stocks must be lower. 
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Index Numbers for Value of Wholesale Tradi in Textiles. 
Average monthly sales - 1937.= 100 1939 figures in brac- 


ee eID Ste ed et oe ee ae 


Home. Grand Total. 
January 80 i 8 54) 
February 1135 75 112 5) 
March 1567°(41418 ay) GIG 
April 145 (96 142 (94 
May : 131. (105 128 (105 


Compared with April.1940 the most remarkable feature is the rise ir. 
the export index. 


An article in the "Manchester Guardian" discusses the 
prospects. for hosiery. The restriction on retail sales in the 
home. market will greatly reduce activity in factories throughout 
tne industry. Thrift is likely to be exercised, chiefly at the 

ypense of underwear, which can be repeatedly darned without loss 
of vrestige. Reduction can also be expected in men's knitwear, 
beach- and bathing-costumes, etc.,. Outerwear and children's wear 
arc likely to be better maintained in the civilian market. 


There will inevitably be under-employment, and a price- 
-cutting campaign may develop, Several manufacturers are of the 
opinion that the Government should impose standardised short-time 
working to obviate this trouble. On the other hand, such a scheme 
is undesirable on the more general grounds of war policy, which 
should be to maintain maximum output per head, and to achieve 
reduction in output by the organised transfer of labour. 


The most important event in the last fortnight has been tir 
separation of the Cotton Board from the Cotton Control. This has 
been done in order to concentrate on the two major problems faciny 
the Control and Board respectively, the provision of supplies for 
the Services and the maintenance of exports. ; 


Sir Percy Ashley has accordingly resigned from the Board in 
order to devote his whole energies to his work as Controller. 
Mr. Raymond Streat has been released from his dutjes as secretary 
of the Export Council and has been appointed Chairman of the Board 
Mr. Frank Platt has resigned his Deputy-Controllership and remains 
a member of the Board. The Cotton Board will continue to act in 
an advisory capacity to the Controller. 


Cotton. In answer to an appeal from the Minister of Aircraft 
Production a large number of cotton mills in Lancashire are working 
double shifts. Agreement was reached between employers and worker: 
representatives.on wages and hours for the double shift running. 
Women: will have to be transferred from other mills to those engaged 
on the urgent orders.- : 


a. Twenty-Oldham spinning firms have put £1,000 each into a 
pool as a nucleus. of:an insurance scheme to cover air-raid damage. 
This is a first stcp towards mutual assistance in the absence of 
immediate help forthcoming from the Govornment. 


The embargo on trading with Javan firms whose headquarters 
arc in Holland has been withdrawn, and Lancashire manufacturers arc 
expecting a largely increased demand in the next few months. 


‘Wool. A mutual assistance scheme is'aléo being worked out in 
most sections of the wool textile industry. The object is to ensu.: 
that if one firm suffers war damage, it will be able to turn to cvhe: 
firms capable of doing its class of work, who will endeavour to take 
over dclivery obligations of the injured member until the latter iss 
able to restore his plant to working order. 


= Age 
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From July 1st all merino tops will be combed according to 
standards laid down by the Wool Control. The standard system has 
been in operation in the o1mssbred section for some months. 


The developments..in.tne War situation-have affected the 
wool industry profoundly; The large demand for the French Forces 
has collapsed suddenly, but it is unlikely that more wool will be 
released in consequence for the home civilian trade. British war 
needs are heavy, and there is still plenty of work to do. : 
Strenuous efforts are being made to find new export outlets for tac 
goods originally destined for Scandinavia. 


Rayon. There is little change. Fewer civilian orders for 
piece goods are forthcoming, owing to the limitation of home conse? 
tion, though the home. demand for ‘dress materials remains brisk, 
owing to the firlé weather... Traging with overseas markets has dest. 
vestricted rather ‘seriously, -owing to France's latest moves, the 
confidence of many dealers abroad having been undermined. 


Vonsumption. Despite recent changes in the military situation, the 
Woaistry of Food does not contemplate any immediate extension of 
rationing. The Ministry states that its arrangements for food 
Gistribution in the event of attempted invasion are complete. 


The foodstuffs principally affected by the loss of the 
Chamie1 Islands are potatoes and tomatoes. © In normal times 55,000 
-70,000 tons of potatoes (between 1% and 14% of our total home crop) 
were imported each yeer. The Islands also exported small quantities 
of grapes, wegetables and a few store cattle. 


The manufacturers of margarine and cooking fats have decidea 
to pool their resources and produce only two brands of margarine 


(at 5d.. and 9d. per lb.)- 


The sale of matches by manufacturers and importers has been 
brought under control. Several important sources of imports have 
been lost, but there are said to be good stocks in the country. 


Postal rates for packages, and charges for telegrams and 
telephone services have been increased. 


It is stated that the second registration of consumess at 
retail stores shows that private retailers have made large gains ai. 
the expense of Company shops. 


Foints from Company Reports. 29. 6,40, 
Bleachers’ Assocjation. By September, improvement in export 
trade had made some progress which was steady and:promising..;Un- 
fortunately, these orders. have not ‘been replaced to anything like ths 
same extent - very larcsely by resson:of the increased cost of British 
cotton goods - with the result that our export trade has gradually 
diminished since September. That decrease has been augmented by 
the loss of the markets in Scandinavia...(Cotton exports are now the 
largest item in value of total exports of British manufactured goods, 
owing to concentration of machinery industry or essential war work). 


F.Hills & Sons. (Joinery etc.,. ond light aircraft) 27.6.40. 

The present position regarding’ capital expenditure was such 
thet, they could not possibly contemplate spending one penny on new 
equipment while 100% E.P.T. was in being. 

; : - 25. 6. 40 
Beautility Furniture. Up-.to.the present such Government corvruzss 
66 they have handled have not been on a profitable basis, no dout, 
vy reason of intense competition. 
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SUMMARY OF CONTENTS. 


In this issue of the Bulletin 


1. Mr. Andrews discusses the present offiéial food.plan, and 
makes some suggestions as to the need for further rationing 
with the purpose of: conserving stocks. 


$. Mr. Daniel discusses the amount of labour that would he 
released for war purposes as a result of a further curtailment 
of consumption, he. shows that the order of magnitude of the man-: 
power so released depends’ on whether labotir is taken away 
indiscriminately from firms or with due regard for their. relative 
efficiency as economic units. 


8. Mr. Worswick contributes a-historical sketch of the develop- 
ment to date of the Area Organisations of the Ministry of Supply. 


4. The Diary discusses, among other topics, developments in the 
official Control of Timber.and Textiles. 


The views and recommendations put forward in signed 
articles are those of the respective authors, and not necessarily 
those of the Institute of Statistics or of the Bditor of the 


Bulletin. 


SOne 
FOOD RATIONING AND THE PRESENT EMERGENCY. 1 


Food Policy at Present. \ * 
Food policy until now has been similar to that developed 


during the last war. The Ministry of Food exercises certain 
general controls over the supply and distribution of our food, 
supplemented by rationing and storage in the case of certain com- 
modities which are regarded as_essential "where supplies are short, 
or where they are vulnerablé".2 Its main object is to ensure 
"that we shall get into the country “sufficient food, either from 
overseas or through home production*. The Ministry of Food exer- 
cises a very strong control over our imports, for it is "the sole 
importer of 85 to 90 per cent of the food supplies that come to 
this country". ° Imports are determined in accordance with strate- 
gicel considerations in the light of home supplies, the production 
of which is the responsibility of the Ministry of Agriculture, 
‘which consults with the Ministry of Food upon general policy. The 
winistry of Food also exercises a wide control over retail prices 
tiirough its maximum price regulations, the object of which appears 
to be to ensure:that any rise in retail prices is strictly justi- 
fied on the basis of a change in cost of production, and thus to 
prevent profiteering from developing. For certain commodities, 
regarded for.one reason or another as the most important, the 
Ministry subsidises the price or rations the distribution. if 
the prices of such commodities should appear likely, by the 
pressure of rising costs, to be forced to a level which is con- 
idered too high for the poorer classes to pay, the Ministry uscs 
absidies to hold down the price. This has been done in the 
case of milk, bread: (flour), and meat, and has been relatively 
successful. The average increase of price has been “only 8 per 
cent, and without this subsidy the prices would have increased by 
350 per cent".5 Rationing has beon introduced “only where suppiies 
,arc short or where they are vulnerable". It is not within the 
“province of this article to discuss the relatively long-term 
policy of the Ministry, though it may be noted in passing that 
until.very recently there has been no cvidence of any intention 
to pian consumption in general, and the general policy of the 
Ministry has met with much criticism.* The appointment by the 
Food Policy Committee of the War Cabinet of a Scientific Advisory 
Committee to advise upon problems of national food requirements and 
ei home food production, announced on the 3rd June, 1940, is an 
important development and may lead to the establishment of a com- 
prehensive food policy. : 


This article, however, is more concerned with the policy 
to be adopted to meet the needs of the next few months, and with 
the short term aspects of rationing and storage in the light of 
our present situation. It will only incidentally have occasion to 
refer to long-term policy. Over the rclatively near future, the 


1 This article has its origin in a series of informal discussions 
among research workers who are interested in the contribution 
which rationing could make in the present situation. The 
principles which this article expresses have been generally 
agreed and formed the basis of a letter published in the Manches- 
ter Guardian, 28nd June, 1940, and signed by the present writer 
and others. 


2 Any quotations without references are taken from Lord Woolton's 
Speech in the House of Lords, 19th June, 1940, as reported in 
the Times. 

3 There has recently been an important change of policy, these 
general subsidies are to be replaced by others more directly bene-: 
fiting the poorer classes. The first instance of this change ix 
in the case of milk, which is now to find its economic price, the 
concession being made that expectant or nursing mothers and chil- 
dren below school age can purchase milk at 2a per pint (half the 
present “economic price") and that children at school can con- 
tinue to purchase milk et school at 4a per third of a pint. 
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recont .orsoning of the stratcgical situation secs likely to have 
serious consequences for our food supply. Should matters not 
become any worse, our importing position will in any case have been 
adversely affected. The continental developments have deprived 
us directly of many important sources of food and of war materials, 
and made it necessary to exploit other sources by. less favourable 
routes. It therefore seems very necessary to prepare for a 
worsened food situation in the future. The Ministry already has 

a system of emergency stocks. The country has been divided into 
800 areas, each “with its own depot and buffer depét". Here will 
be stored "butter, margarine, cheese, sugar, flour and the staple 
commodities necessary to feed_the people having regard to the 
balance of nutrition values".5 This scheme, however, seems chiefly 
designed to meet a temporary breakdown in distribution. In 
addition the Ministry appears to have stores which are more of the 
nature of long-term reserves against a shortage in the aggregate 
national food supply, and which consist of essential commodities, 
(wl.ich one suspects to be too strongly dominated by wheat or flour) 
end other primary foodstuffs. We shall here argue for a much more 
comprehensive system of storage, based upon a-wider range of com- 
modities than those which have generally been mentioned. 


The Need for Extended BLALDI TE: 
If present policy continues, and if the food situation 


deteriorates as seriously as we imagine to be likely, rationing 
will be imposed piecemeal. As the supply of any foodstuff, which 
Government or people considers necessary, becomes short, it will 
be rationed in order to ensure that the available supply of that 
particular foodstuff shall be distributed more fairly. This is 
quite appropriate if the problem is merely that of particular 
shortages and is otherwise satisfactory. When such scarcities 
arise in a situation which will lead ultimately to a more general 
scarcity the food supply needs to be controlled as a whole. We 
therefore consider that the relative plenty of the present situa- 
tion in contrast with that which seems likely to develop makes it 
essential to extend rationing at.once to. cover practically all the 
foods now in’ consumption. Goods which are now in plentiful supply 
and goods. which are now regarded as of a luxury character will play 
an important part in such a policy. When the nation's food is 
planned as a whole in emergency conditions the distinction between 
luxury and necessary foods ceases to be valid.. In more normal 
times extended rationing might disturb the public and affect morale, 
but in the present circumstances it would probably be taken as a 
sign of strength. 


The Elimination of Non-essential Imported Consumers' Goods. 

Since our importing position is most directly affected by 
recent events and since any economy in shipping space is so impor- 
fant for our food position, it seems desirable to prohibit the 
imports of any consumers' goods, or raw materials for making con- 
sumers' goods, which are non-essential, regarded from the strict 
viewpoint of health and welfare. In the case of other goods the 
present possession of stocks which, taking the relative importance 


4 For a discussion of longer-term policy reference may be made to 
the report of the Select Committee on National Expenditure (The 
Times, 18th May, 1940); to Sir John Orr, "Feeding the People in 
War-Time"; and to Sir Daniel Hall, “New Policies for Agriculture" 


(The Manchester Guardian, 11th July, 1940). 
5 v. The Times, 28th May, 1940, 


STAs 


of such goods into account, are ample, should provide fet oimae 
reason for adding them, temporarily at least, to the list o me 
banned imports.© The nature of such essential foodstuffs wou 

be a matter for the advice of the Scientific Advisory Committee. 


Grits 


ius now subject to control. ) It would also be necessary to know 
inc amounts of all foodstuffs in the nands of retailers. These 
stocks are likely to be of considerable importance in any emergency; 
ud would have to be known for regional planning to be properly 
oerried out. Some measure of their’ probable importance can be 
jcduced from Mr. Dobbs's estimate (1932) that grocery retailers 

kept from six to eight weeks’ supplies on the average. Since 

this average will be affected by less durable goods, this means 

that stocks of durable goods are held in greater amounts. In any 
case, it is common knowledge that, since the war started, prudence 
nas caused grocers to increase the stocks of durable goods to a 
considerable extent in the case of some ‘items. 


The Necessity of a Plan for Feeding the People. : 

ore economies in present food consumption can be dis- 
cussed, it would be necessary to have a general nutriti6n plan, 
in the light of which the fdéeding of the people could be considered. 
The recently constituted Advisory Committee is. admirably suited 
for this task, “Bnd: appears to have it among its duties. It 
should have the knowledge that its considered recommendations will 
be acted upon. It should have as its first duty the preparation 
of a plan for feeding the population as economically as possible 
cver. say, the next six months. It should be asked to devise a 
general rationing scheme to carry out its plan, and to advise how 
prices should be fixed in order that everyone can afford to feed 
according to that plan. 


Suggested principles for nt_ Rationing. 
The principle whic seems advisable to follow in pre- 


paring a scheme for current rationing is - 


That the current ration should contain the maximum percen- 
uage of perishable foods, and that as great as possible a propor- 
OLCI OL, the ‘gvailable storable foods should be reserved for future 
consumption. 


When the food plan had been drawn up, the sale of such 
storable foodstuffs as were nog needed immediately on the basis of 
that plan could be prohibited. 


6 An all-party committee of M.P.s might be an appropriate body to 
undertake the drawing up of this list. 


7 Fore further discussion of this, see Appendix. 
8 Some allowance would be necessary for individual taste (e.g. vege- 


tarians) but propaganda and regulation could restrict this to the 
minimum. 


9 This is discussed further in the Appendix. 


= Se= 


Persons holding such reserved foodstuffs should then be required 
to declare them to the Minister and might be requested to hold 
them on his behalf. The storage policy would obviously be vital 
to the scheme, and would have to be very carefully drawn up. 

The Economist (29th June, 1940) held that "facilities are unfor- 
tunately not sufficient to permit the simple transfer of foodstuffs 
from consumption to stock". That need not be the case, unless 
one thinks only in terms of specialised facilities. For a large 
part of the goods whose storage might be contemplated, elaborate 
storage facilities would not be required. Many could be stored 
wherever there is lock-up space available. The specialised 
storage of cold stores and of the.large food-distributing companies 
could be reserved for foods that really needed then. A large part 
of the reserved foods might be. placed with the retailers. It 
would be difficult for them to sell prohibited goods secretly). 

In any case the making of the food plan should be accompanied by a 
general review of the whole storage question. Storage is impor- 
tant in assisting to ensure that supplies to be currently consumed 
are stored in such a manner that they are least likely to be dis- 
turbed by enemy action, and in such places as are most likely to 
meet the needs of the distribution services. This would need to 
be settled coincidently with the planning of the storage of 
reserved goods... 


Prices and Production Policy. 


In order to ensure a really equitable distribution of the 
food suppiy, it would probably be necessary to separate price 
policy from production policy. The. retail prices would have to 
be such as to permit of the foods, which on the basis of the food 
plan should be consumed, being bought by éveryone. When rela- 
tively expensive foods were incornorated into the general ration, 
their sale would nave to be subsidised. Production, of course, 
should be determined on the basis of tie planned consumption. The 
price which might be necessary to attain the desired production is 
likely to be too high for the optimum vetail price to be maintained. 
In that case, exchequer subsidy should make up the difference. 


To sum up, the desirable aim of our food policy appears to 
be to plan the nation's diet so that it can be fed .as economically 
as possible, existing; resources being taken into account with those 
that can reasonably be expected in the future. We should conserve 
as mich of our durable foodstuffs as possible. Prices should be 
such that everyone can afford a fair share of the nation's food 
supply. The policy adopted should not, of course, be fixed rigidly 
in its details. The general diet and storage policy would have to 
be revised from time to time in accordance with the course of the 
war and with changes in the food situation. This article has been 
concerned with food, because a shortage of food would have the 
gravest consequences. The principles of deferred and controlled 
‘consumption may, however, be applied to other consumers’ goods, and 
it-may be desirable that they should be so applied. 


APPENDIX. 


41. The Ascertainment of Retail Stocks. 

The ®&ual method of finding the size of retailers’ stocks 
is to send a questionnaire. This always bas the recognised disad- 
yantages that the questions may not ts ‘.reated sufficiently ser- 
ijuusly or that they may be misinterprescd. When the questionnaire 
relates to goods which are likely te vationed, there is a poss:.- 
pility that understatement may deliiecucely occur, partly to be on 


iO Family budget data, such as are alivcuciv being collected, would 
pe of primary importance here, since they can be used to ascer- 
tain the maximum desirable cost of the diet. 


lee 


side, where the informant makes estimates which he does 
nae bets to verify, but also because it is to the mee e 
the individual trader to understate. (Excess stocks may - 1 ve 
gally. - be disposed of outside the rationing scheme, or they ye 
be RET ee to help the retailer if distribution should brea 


down). 


th 


It would be preferable to use local poe ee c able to 
ain t uestionnaire, and to supervise its fi ng up- 

meets paawledee might also help them to decide whether the 
amounts returned seemed low for the size of shop or the class of 
its business. In any case, the Ministry should have the right 
.of search - of both shop and storeplace + and exercise this right 
over a proportion of the informants. Penalties appropriate to 
the offence of giving false information would help to. keep the 


returns reasonably accurate. 


An inexpensive method of securing the assistance of suit- 
able local enumerators would be to request the co-operation of 
such suitable people as live in each locality. The ideal class 
of investigators usually belong to professions where the working 
day would make possible the giving of the few hours necessary for 
each to contact his or her quota of. shops. Such people. as. school- 
aha other teachers, and school attendance officers are probably 
sufficiently numerous in each area and would be very suitable for 
the task. The nature of the present émergency should make them 
ready to accede to a request which they might otherwise regard as 
an unwarranted encroachment upon their time. 


& The Deferment of Consumption. 

The following gives oniy an example of the types of foods, 
the consumption of which might be accelerated or deferred if the 
present plan were adopted. The specific:cases might not seem 
“important to the Advisory Committee, weighing up all the facts. 
Further examination would be necessary to determine the extent to 
which they are desirable. They have, however, been discussed 
with persons with a closer knowledge of the trades concerned, and 
they do not appear impracticable. 


Sir Daniel Hall in his Manchester Guardian article referred 
to in a footnote above, says that he considers that, in the present 
Situation, "live stock other than milch cows will have to be used 
up, reserving nothing but the best stocks for replacement. Not 
even home-grown food can be spared for making beef, only grass 
enough to bring young stock to slaughter weight". | This is in line 
with. the 1917 report of the Food (War) Committee of the Royal 
Society, which provided evidence that economy in feeding stuffs, 
in war conditions, makes it desirable to kill cattle at an earlier 
stage. There thus seems to be a strong case: for the slaughter of 
a proportion of the present herds, when the natural herbage season 
comes to an end. The Advisory Committee could determine the size 
ofcthe herds to.be retained, in the same way as it would determine 
the feeding of the population. The. rest would be slaughtered as 
they began to make scrious inroads upon the stocks of fodder. As 
much of the meat as possible should be stored, either salted down 
or in cold store. The remainder would be brought into the then 
current ration. Over the period in which a good meat ration was 


11 The writer has heard that this occurred to some extent in con- 
nection with the Ministry's questionnaire upon sugar stocks hei 
by retailers. A privato body interviewed about 100 grocers it 
order to enquire into another matter. . This topic was raised 
in general conversation, and 75 per cent said that they believ:: 
that their returns were below the true amounts. 
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available, the retail sale of supplies of storable first-class 
antmal protein, such as cheese, would be prohibited, existing 
supplies being reserved. (Allowance might be made for vegetarians, 
on surrender of their meat coupons). 


Also, over the next few months, our supplies of indigenous 
vegetables will be at their maximun. A proportion might be dried 
or processed, and reserved for future consumption. This policy 
would be especially important in the case of green vegetables. 


Further, as mentioned above, it would be: quite erroneous 
to regard luxuries as outside this scheme. All foods should be 
brought into review. Some luxuries might quite well come into 
the current ration (e.g, chickens, slaughtered in accordance with 
the Ministry's feeding stuffs policy). Other luxuries are very 
suitable for storage. Chocolate is an ideal emample of a luxury 
which might well be stored. It is capable of providing great 
assistance in an emergency, and as mentioned above, cost oconsidera- 
tions would not prohibit the introduction of s0 expensive a food 
into the general ration, when circumstances justified it. Its 
use would have to be subsidised. 


The Ministry recently prohibited the harvesting of maincrop 
potatoes until the ist August. It scems likely that an ‘even. 
later date would have been advisable. Dr. Salaman has also shown 
that this policy would have had valuable results had it been 
Sens to early potatoes (the minimum estimated saving being 
250,000 tons: from early potatoes alone). 


P. W. S. Andrews. 


WAR-TIME RELEASE OF LABOUR FROM CONSUMPTION-GOODS 
_ INDUSTRIZS. 


War-time economic planning should aim, in the first place, 
at securing the optimum distribution of the country's resources 
among its various activities, that is, at equating the marginal 
utility of all resources, utility being defined in the light of 
the war-ain. Secondly, it should aim at increasing the. produc- 
tivity..of every person-employed to the maximum possible for the 
duration of the war.. 


Application of the first principle will require the reduc- 
tion of total output in the case of most consumption goods indus- 
tries. The importance of the second principle to the same indus- 
tries is frequently not realised. Their trade is languishing and 
there is no important Services demand as there is in the case of 
the armament firms. But when all idle resources will have been 
brought back into use, unnecessary consumption goods dispensed with, 
and productivity in the war industrics pushed to its maximun, 
further increase in home output of war material will depend solely 
on the freeing of further resources by increased output per head in 
the non-war industrics.! Some time will elapse while resources set 


4 Increase in output per head in the non-war industries need not 
wait until all the other measures have been taken. It should 
take -place immediately. Any excess of total output over the 
minimum required for consumption could be stocked so as to pern 
a more severe decrease in total output later. 
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free in this’ way are adapted for their new work, and if the war 
is expected to be of short duration, their, diversion may not be 
worth while. Otherwise, increased productivity in the consumption 
goods industries to-day will make possible increased war output 


to-morrow. 


Considerable increases in output per head with consequent 
increased release of labour could be achieved by applying the 
results of time and motion studies and by attending to the incen- 
tives and environmental and nutritional factors which affect the 


output of workers. 


Important improvements could also be made by reorganisa- 
tion of the several manufacturing establishments within each indus- 
try. In particular, reduction of total output should be carried 
out, not by reducing the output of every firm by a given proportion, 
put by concentrating all output in the most efficient firms and 
completely closing down all other establishments. 


Because of increased overhead coats a reduction in the 
output of firms is not followed by a proportionate reduction in 
employment. But when all unnecessary establishments are closed 
down and production concentrated in a few units, all costs are 
reduced in proportion to output. And if production is concentra- 
ted in most efficient establishments costs are still further 
reduced. 


It ic possible to estimate the advantages of concentration. 
The method of reducing total output by diminishing the output of 
all firms is the method we are accustomed to in peace-time and 
which is still with us. Before the war seasonal and cyclical 
fluctuations in output were taking place and the consequent 
changes in volume of employment give us a good guide to what reduc=- 
tion could be expected in war-time if output were diminished in 
this way. The short térm relation between employment and output 
during the last eleven years in the food, drink and tobacco indus- 
try forms the basis of the second column in the following table. 


Relcase of Labour from the Food, Drink an@ Tobacco 


, Industry... 
Reduction Reduction in Smployment for a given Emel in a 
in Output. According to pre-war relations yy concentration o 


of output and cmployment. output in most effic- 
ient_ units. 
10% 2% 14% 
20% 4% 26 
30% 6% 37 


The 1935 Census of Production gives the net output per 
employee of manufacturing establishments according to the number 
employed. From these data the third column has been prepared to 
show the resvlts of closing down the marginal firms. 


The advantage of the second method is striking. There 
were 554,350 persons employed in food, drink and tobacco in July 
1939. Reduction of consumption by 30% on the lines followed in 
the pre-war period would release 33,260 of them. Reduction by 
concentration would release 202,340, six times as many workers. 


1 For details of calculation see the Appendix. 
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Concentration during peace-time declines in demand is 
perhaps impracticable; establishments are in the hands of private 
owners who would be ruined; and the decline is expected to be fol- 
lowed so closely by an improvement that reorganisation may not be 
worth while. But in war-time the low level of demand is no 
temporary phenomenon and plans can be made for it. It should, 
moreover, be possible to-solve the serious financial and adminis- 
trative difficulties involved, possibly by the formation of new 
companies to take over the whole of the industries concerned and 


share out profits on the basis of past earnings. If necessary 
these companies could be subsidised. 
APPENDIX, 


a) Quarterly indices of employment were calculated for each of the 
six industries (brea&, etc., grain, cocoa, etc., other food, drink, 
ana tobacco) by averaging the number unemployed for each month and 
estimating the total insured by linear interpolation from July 
figures. The Board of Trade Index of Production used is based on 
indices for the separate industries weighted according to the 
value of their net output and tiie separate employment indices were 
given the same weights so as to yield a-comparable employment 
index.. The employment figures were adjusted for changes in the 
Scope of the insurance acts. 


Long term changes in both indices were excluded by a two- 
month moving average and the percentage deviations from these 
averages were found to be linearly related: 


xX, = °B9X5 + .04 


where x4, = employment and x9 = output. The equation when only 
those quarters in which output declined were considered was: 


X4 = +19X%y + O04 (x =...67) 
and the figures in the table are based on this. 


b) Establishments of different sizes in the food, drink and tobacco 
industry were arranged according to the value of their net output 
per head so as to show, for instance, that the 9% of. total output 
produced by the least efficient firms required 15% of the total 
labour forde. The amounts of labour required for 10%, 20% and 30% 
of the total output were then found by graphical. interpolation. 
These are the amounts that would be released if production were all 
concentrated in the most efficient establishments. Separate 
estimates made for cocoa, grain and drink gave very similar results. 


It may be noted that gains realisable in practice might be 
even greater than indicated in the table. Variations in effici- 
ency as between firms might be greater than indicated by relating 
net, oitput per employee and total employed. And by increasing 
production ih the most efficient firms to the very. maximum it might 
be possible ‘to decrease overhead costs still further. 


G. H. Daniel. 
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THE AREA ORGANISATION. 


On May 26th a Labour Supply Board was established by the 
Minister of Labour to ensure the fullest use of labour power. 
To deal with detailed questions of labour supply area by area; 
Divisional Controllers were appointed, who would be the Minister's 
principal representatives in each area. "Theywill be chairmen 
of the Area Boards previously appointed by the Minister of Supply 
and now placed under the general control of the Minister of 
Labour". This article sketches. the history of the Area Boards 
appointed by the Minister of Supply since their inception, and 
also attempts to describe the chequered career of the Area Commit- 


tees. 


The original object of the Area Organisation was to bring 
into munitions production small workshops and factories all over 
the country which had plant in any way suitable. The first 
official mention of such an organisation was made by Mr. Burgin in 
his speech of September 21st, 1939, when, describing the proposed 
organisation, he said: "Hon. Members who ask that small firms 
should be utilised and their capacity brought into production are 
pushing at an open door." But it was four months before the 
first Area Committee was inaugurated and another three before it 
&ould fairly be said that the organisation was beginning to func- 
tion. In the speech of September <1st Mr. Burgin based his argu- 
ment on the experience of the Ministry of Munitions in the last 
war, and said that “production on the widest possible basis of es-# 
sential munitions mast always have adequate emphasis, and must 
fake a very frent place in the planning of the Ministry". He 
‘went on to describe an area organisation which had been divided 
into thirteen districts, conforming with the regional boundaries of 
the Civil Defence Commissioners. Each district had a nucleus 
staff and a trained engineer' in charge who would have contact with 
the local, divisicnal organisation of the Ministry of Labour and 
other Government Departments and aiso witn industrial organisations. 
My. Burgin hoped that it would be possible to have an exhibition at 
the various centres, samples of articles of which almost illimit- 
able quantities would inevitably be required, together with manu- 
facturing instructions with estimates of quantities and price. 

The whole scheme was only in skeleton form but could be functioning 
“at an early date". 


Replying to a question in the Commons on November 8th, 
Mr. Burgin said that he would make a statement about the area com- 
mittees "as early as possible". A month later came an announce- 
ment from the Ministry of Supply that it "proposed to set up an 
area organisation throughout the country. Area Boards and Area 
Committees were contemplated". The Boards would consist of the 
local representatives of the departments concerned. As for the 
aims of the organisation, this statement repeated the scheme of 
Mr. Burgin's September specch. Agreement had already been reached 
with the T.U.C. as to arrangements to be made for the Area Commit- 
tees and discussions were already in progress with employers. and 
workers with regard to representation. It was proposed "as a 
matter of urgency" to set up area committees in Birmingham, Leeds 
Pereceb Manchester, Newcastle, Lincoln, Nottingham, Leicester and 
Bri : 


1 These were the 13 “ex-admirals" whose qualifications for the 
appointments were severely criticised in the House of Commons. 


! 
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Another six weeks elapsed before.-the first Committec and 
Board were inaugurated at a luncheon in Birmingham on January 20th, 
1940. At ‘this luncheon Mr. Burgin said that the general idea of 
the organisation was that there should be a co-ordinating committee 
in London, conSisting of representatives: of the Admiralty, the 
Air Ministry, the Ministry of Supply, and the Ministry of Labour 
and National Service. In most of the areas the Boards would com- 
_prise representatives of these four departments of State. A few 
days later Mr. Burgin gave a further definition of the duties of the 
Boards, which were:- 
a) To-secure the rapid, effectual snd continuous’ co-ordination of 
the. efforts of all Government officials in the area in connec- 
_tion with the production of war stores. 
b) To providé for the speedy exchange of information between 
Ministries: and Service Departments and Area Advisory Committees. 
c) To settle by agreement, in so far as was possible, all local 
; difficulties likely to delay output. 
d) To transmit to headauarters proposals for the exploitation of 
additional capacity found in the area. 
e) To advise headquarters on the adjustment of difficulties over 
priority of contracts. 


; The position at the New Year was that 13 Area Boards and 23 
Advisory Area Committees, composed of employers and trade union 
officials, were contemplated. By the middle of March eight: 
Boards were in existence and by the end of the month ten of the 
Committees had met. In April and May occasional announcements 
occurred in the Prees of the inaugural meeting of an Area Advisory 
Committee, and this was the position when Mr. Morrison went to the 
Ministry of Supply. , 


: When all allowance is made for the difficulties of reaching 
agreement between employers and workers' repre’sentatives, and for 
the difficulty of obtaining information about small firms, it has 
ts be stated that the scheme was a complete failure, For example, 
not one of a number of small firms in Birmingham visited in April 
lad even heard of the Area Advisory Committee. Despite continued 
reiteration from thé Minister of Supply “that it is open to any 
manufacturer, group of manufacturers, or any joint body, federation 
or chambér provided that such a body is itself a non-profit 
organisation, to approach the Secretary of the Area Board with any 
proposal", the widespread "touting" of contracts continued, in many 
cases openly. The formation of Mr.J.A.R. Macdonald's Federation 
of Manufacturers and Producers of Great Britain to champion the 
‘ cause of: the small firms was another symptom of failure. A 
drastic reorganisation was therefore to be expected from the new 
Government. The Area Boards are to devote themselves to problems 
of man-power, and there are to be 20 area labour supply committees 
consisting of a chief labour supply officer, the Exchange manager 


and two other supply officers. ; 


The Area Advisory Committees are therefore left for the 
moment high and dry with no-one to advise; it is understood, however, 
that they are also being completely reorganised. But, first, it 
is useless to establish chains of committees, co-ordinators or 
advisers unless a very clear idea is already held of the functions 
of the committees. Secondly, how ever the area organisations are 
orientated, whether towards plant or man-power, they must have wido 
powers to commandeer plant for war work or to transfer lebour. 

The Labour Supply Boards have already these powers with regard to 
iabour; the Ministry of Supply snould have the same for plant anc 
machinery. .- : ‘ : é 


GD. N. Worswick. 
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Diary. Three Weeks ending 20.7.40. 


Foreign Exchange. On July 8th the temoorary concession whereby 
U.S. importers were allowed to pay for British exports in free 
sterling provided the order was placed prior to June 8th was with- 
drawn. Henceforth all exports to U.S. must be paid for in dollars 


or in sterling obtained from the Control. 


Canada has restricted transfers of Canadian securities fron 
non-resident accounts. Only U.S. citizens are exempt. 


The increase in tne numbers and weflth of refugees as well 
as the increased danger of assets or their proceeds falling into 
German hands forced the Authorities to issue a comprehensive regu- 
lation of sales owned by refugees (July 13th). The regulation 
has been extended to France (July 12th) and the permission to 
exchange francs into sterling (June 22nd) has been limited on 
July 13th, to private individuals only and to £10 per week per 
person. 


Finance. The most important feature of the money market was the 
introduction of a new type of Government short-term borrowing: by 
way of "Treasury Deposit Receipts<. This consists in taking 
deposits from the Clearing and Scottish Banks which will be repay- 
able after six months, but their repayment may be requested earlier 
for investment of money in new national issues. The rate is at 
present 1% and will be changed according to the course of short- 
term rates. 


The reason for the introduction of this new device is not 
quite clear. It does not obviously differ from selling tap bills 
to the banks. The (not very important) advantoge of borrowing for 
six instead of three months is offset by the possibility of request 
for an earlier repayment. 


The credit conditions were tighter at the end of the period 
reviewed as a result of a strong rise in Public Deposits (from 
£22 million on June 10th to £56 million on June 17th) and a fall in 
Bankers' Deposits (from £107 million to £79 million). This was 
probably caused chiefly by tax payments and subscriptions to the 
new War Bonds. The note circulation reached its new record of 
£608 million at the beginning of July but has not risen since. 


The analysis of budget finance is now made difficult by the 
cessation of the publication of its details, which makes it impos- 
sible, e,g. to ascertain the changes in the floating debt. This 
"statistical blackout" may perhaps, however, serve the purpose of 
increasing the floating debt over what is considered, without any 
reasonable foundation, a "sound level", and of reducing, in this 
way, the cost of borrowing. 


Commodities & Industries. 

Coal. On July 7th the Minister for Mines (Mr. Grenfell) announ- 
ced a "Scheme" for the stocking of coal. The railway companies 
were, he said, "promising to co-operate" and would stock millions 
of tons of coal for railway purposes. Domestic coal merchants and 
consumers were being urged to buy in now as much coal as they 
possibly could. 


It seems from this announcement that the "scheme" does no» 
extend at present beyond the method of persuasion by the Governm:::*. 
From trade reports from Newcastle it appears that the stocking cx - 
paign has not offset the curtailment of exports, and that an ine: 
able restriction of output is occurring. 
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Tin. The standard cash price of tin has remained steady 
between £264 and £266 per ton. The London market was reported 
at all times .to be quiet and sometimes dull. 


This tone in the market wes in contrast to what might have 
been expected, since reports of heavy American buying at. the 
beginning of the month were very insistent. It was stated, for 
instance, that the United States Government had contracted to buy 
an extra 75,000 tons of tin during. the 12 months ending June 1941, 
at a basic price over £260 a ton. 


The Tin Producers' Association took the view that as a 
result of these American plans (the American buying programme 
being based on the desire to acquire an emergency reserve) the 
quota should be raised to 130% for one year. The maximum annual 
world output was estimated at 235,000 tons, and the total world 
demand at 245,000 tons. Thus stocks are likely, on this caicul- 
ation, to fall in the next twelve months (apart from the U.S. 
reserve stock, which is included in demand). 


Timber. Prices of importeu timber were raised from 20-25% 
for expensive hard woods to over 100% for soft woods under the 
Control cf Timber (No.18) Order issued on July 1st. The new 
prices were to apply to existing private stocks held by merchatfits, 
but under the Timber (Charges) (No.1) Order the difference between 
the new prices and the maximum prices ruling before July 1st was 
to be paid to the Exchequer. The Timber Controller, Major A.I. 
Harris, announced that the total production of mining timber by 
the Forestry Commission and the timber trade was. now running at 
the rate of some millions of tons a year. Saw mills, he said, 
must work to their utmost capacity, and the Ministry had powers to 
assume the management_of mills which were. not functioning satisfac- 
torily. The bigzest limiting factor in home production, he said, 
was scarcity of labour, and there was work here for men from other 
trades such as building, shop-fitting and cabinet making. 


Iron & Steel. The chief current problem is probably that of 
replacing peace-time imports of materials. The following:.. figures 
showing quantities imported in 1937 are. of interest..(the 1937 fig- 
ures give a better indicatioh of dependence on imports than do” 
thase of 1938). 


British Iron & Imports from Germany & 

Steel Federation Total Inports. from occupied territory! 
000 tons. 2 

Iron ore 7,039 2,861 

Pig iron 723 229 

Semi-finished steel 466 “317 

Total Iron & Steel 2,039 1,310 


These supplies are being replaced in three ways. 
1. By increasing domestic ‘ore output, though the ores being worked 
have high phosphorus content, and are inferior to the Swedish ones, 


2. By increasing imports of ore from Spain and Newfoundland and of 
semis and finished steel from the U.S.A., and 


3. By increasing the proportion of scrap:in the furnace charge. — 
Most of this scrap has to be obtained in Great Britain, although 
large quantities are normally imported (777,000 tons net in 1937). 
It is now necessary to obtain domestically some 6-10 million ‘tons. 


1 But not Spain ard French Nortn Africa. 
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The collection of the available material is not wholly 
satisfactory. The main sources. are derelict plant, railways and 
docks, industrial waste, household rubbish and such special 
sources as park railings and gas-lamps not normally available. 


Industrial waste is being theroughly collected, and the 
enthusiasm of householders and public authorities is producing 4 
proportionately large quantity from the last two sources. The 
potential supply from these sources cannot be estimated, as the 
last one has no definite limit. But the actual current supply 
is probably not as large as the potential supply from derelict 
plant and railways, and it is this material which seems- to be 
teast thoroughly collected. This is because, broadly speaking, 
the ordinary peace-time commercial motives are still relied on, 
and in the absence of other motives, various obstacles prevent 
the collection of the material. These obstacles are commercial 
unprofitability and shortage of labour and transport (petrol). 
It seems that the Ministry of Supply might well make more complete 
use in this respect of its powers to requisition scrap material, 
.and should provide for the collection of these supplies. 


Textiles. The Piece Goods and Made-up Goods ( Cotton, Rayon 
“and Linen) No.5 Order issued last month, which permits the 
cacellation of contracts, continues to. meet with disapproval. 
The directors of the Manchester Chamber of Commerce have passed 
a resolution saying that “the widespread cancellation of existing 
.contracts.....under the protection of a Government Order must 
‘cause great harm to the general trading community, and the prin- 
ciple of the sanctity of contracts on which commercial practice 


if based." . 


. The. new export plan for cotton textiles (see below) has 
caused some confusion in the cloth market, which had become 
_ag¢customed to fixed prices. The latitude within certain limits 

to reduce yaé¥m quotations at once reintroduces the competitive 
element. or several weeks cloth sales have fallen substantially 
-below production, and machinery activity is declining. 


~ Cotton. A plan to stimlate Lancashire cotton exports has 
been devised by the Cotton Board. In order to make a good deal 
of fresh business available immediately, spinners may reduce the 
prescribed margins for yarns required for export by amounts up to 
10 per cent in the case of Egyptian and 5 per cent in the case of 
American yarns. 


F ‘Merchants, finishers, manufacturers and spinners are being 
invited to register as voluntary syndicates with the Cotton Board, 
with the object of contributing in a mutual effort to secure 
export business. 


e 

_ Finally, in order to deal with special cases where diffi- 
culty is encountered in getting export orders for certain types 
of cloth, a small company has been formed with nominal capital 
and a directorate representative of all sections of the industry. 
The company, whose chairman will be Mr. Frank Platt, will organise 
the production of such cloth and its export. 

The Cotton Control has taken over from the ; ing 

Department the issue of import licences for eaetad marl: Gi ae 


The control of spinners’ margins has been extended 
certain doubled cotton yarn, The new Order follows the cae 
lines as that controlling single yarn -margins. 


- 15 = 
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_ Wool. The 1940 U.K. wool clip is requisitioned at fixed 
prices by the Ministry of Supply under Control of Wool (No. 13) 
Order. The prices include a substantial element of subsidy, 


The demand for civilian wool goods, either on home or 
export account, has shrunk almost to nothing. Supplies already 
in the hands of distributors appear sufficient to deal with 
current needs. In particular military service has seriously re- 
duced the home demand for men's wear. The export section is 
engaged on work mainly for the Americas, but there is little new 
business. Only on Government work is machinery kept fully busy 
for any length of. time. 


Rayon. Apart from linings, for which there is an excellent 
Government demand, rayon cloth business is poor, especially as 
there have been a number of contracts cancelled. Apart from the 
Dominions, export trade also is very poor. 


Consumption Goods. With the rationing of tea, margarine and 
cooking fats, which came into force on July 9th and 22nd respec- 
tively, the Government has now under direct control the consump- 
tion of round 55% of the weighted commodities which form the 
basis of the Ministry of Labour's cost of living index. Control 
of these commodities, as they are passed on to the consumer, is 
not, indeed, complete; sausages, pies, cooked meats, some cuts 
of bacon, can be bought without a coupon, as can meat dishes in 
restaurants, as well as all other foods otherwise rationed for 
individual consumption. The Minister of Food's Order to stop 
luxury meals in restaurants is, however, an important step in 
preventing wasteful consumption of foods. Since July 15th no 
person is allowed to be served at one meal with more than one 
course of either meat, game, poultry or Tish. Lord Woolton is 
also considering the introduction of an Order to make it a 
criminal offence to waste food. Such an Order was in force in 
the last war. 


'The Ministry of Labour's cost of living index shows for 
June an increase in the cost of food by 6%, mainly due to an 
increase in the cost of milk, eggs and fish, and the partial 
substitution of new for old potatoes. The serious aspect of 
this rise is somewhat mitigated by the coming in force of the new 
cheap milk. scheme, which provides free milk, or milk at twopence 
a pint, to children under five and nursing or expectant mothers. 
Much as this scheme is to be welcomed, it cannot be overlooked 
that the number of persons who will profit by it is relatively 
small ~ a total of less than four millions. ; 


Labour will be saved by the drastic reduction in the 
variety of types of bread from 45 in England and Wales to about 
4, and from 85 in Scotland to 6, which will probably be enforced 
in accordance with a recommendation from the Bakers’ and Confec- 
tioners' Advisory Committee. The Central Milk Distributive 
Committee has been invited by the Ministry of Food to appoint a 
committee to formulate proposals for the reorganisation of milk 
distribution in order to secure a substantial reduction in its 
cost. 
The new Purchase Tax is encountering considerable opposi- 
tion ‘from the side of the retail trade, and the Association of 
British Chambers of Commerce has urged that the proposed tax 
should be abandoned. It was pointed out that the proposal to 
impose the tax through registered wholesalers would create serious 
difficulties connected with the stocks held by the retailers. 


~. 


~ 


7 


. 

fe 
wm) 

~ eats 
¥ 246 

> m 

2.108 

: fo 

+ ~ 

BS 

% — dita Set 

pe aTFIaf 


waheo ae. i. + “maod om 
vs = St at “x 
when lla tl ee 


INSTITUTE OF STATISTICS, OXFORD. 


‘ 


BULLETIN, VOL: II, NO.5. 


Contents. 
: Page 
1. Wage*Bill and Cash Circulation - by M.Kalecki 2 
2. War-Time Food Requirements of the 
United Kingdom - by G. H., Daniel 6 
3. Working-Class Budgets,May 1940,by A. L. Bowley 8 


4. The New Order in Foreign Exchange,by Thomas Balogh 13 


ree Note on Aircraft from North America - 
by E. J. Buckatzsch 14 


! 
6. Diary for period July 21st - August 10th (inclusive) 16 


Summary of Contents. 


The first three articles of this week's Bulletin relate to 
rking-class wages and consumption: they include some of the re- 
silts of Professor Bowley's latest research into family budgets. 
The same enquiry has been used as the basis of an important con- 
tribution to the Diary on Rationing and Consumption. 


1. Mr.Kalecki has devised a method of estimating changes in the total 
wage-bill of the country from published figures of the volume of 
coin and notes in circulation. In this article he describes his 
method, discusses its validity, and uses it to obtain some con- 
clusions as to the probable present level of wages and employment. 


2. Mr.Daniel gives estimates of the calory needs of this country for 
a year, and the prospects of satisfying then. 


3. Professor A.L.Bowley-publishes here the preliminary results of 
the first working-class budget survey that has been scientifically 
undertaken since war began, or indeed for a number of years 
before that. His results are based on a field enquiry made in 
May, 1940. 


4. Mr. Balogh describes the latest devices used for controlling 
foreign exchange, and makes some suggestions as to the objectives 
to which policy should be directed. 


5. Mr. Buckatzsch gives a brief account of a method of increasing our 
present limited supplies of aircraft from North America. 


6. The Diary includes some notes on the Budget, and a special note 
on Rationing and Consumption, based on Miss Schultz's work in 
collaboration with Professor Bowley. 


NOTICE TO SUBSCRIBERS. 

The cost of this and future issues of the Bulletin will be 1/-d; 
copies may be obtained direct from the Editor of the Bulletin, 
Institute of Statistics, Bodleian Library Extension, Oxford. As 
only a limited number of copfes is available subscribers are asked if 
possible to place orders for the next five issues in advance. If you 
wish to continue receiving the Bulletin please send in your order. 


There are still available a few back numbers of Vol: I of the 
Bulletin, 21 numbers of which were issued between Nov. 25th 1939, and 
May 31st 1940. Back numbers of either Vol: I or Vol: II of the 
Bulletin will be supplied at 2/<d a copy 
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WAGE BILL AND' CASH CIRCULATION. 


ote is to establish and discuss the 
11" of the country and the cir- 
lation may then be used 
-bill. 


4. The purpose of this n 
correlation between the “wage-bi 
culation of coins and notes. This corre 
as the basis of an extrapclated estimate of the current wagé 


On the basis of wage-rates, end of a plausible guess as fe) 
the vresent level of employment, another estimate for the wage-hill 
may be prepared snd the two estimetes may be shown to confirm —— 
other; which means that our guess as to employment is consistent 
with the indirect evidence on the wage-bill furnished by the not?cs 


and coin in circulation. 


The theoretical arguments on the connection between cash 
paid incomes (inclusive of cheque encashment to self) and cash 
circulation first deserve some consideration. 


2. It may seem prima facie that if the cash paid income Y is 


constant so is the cash circulation C. However, in fact the dis- 
tribution of Y between various income groups has also a bearing 
upon OC. Indeed higher income groups are in general likely to 


hold parger amounts of cash in proportion to their cash paid 
incomes. A shift in the distribution of Y from lower to higher 
imgomes will therefore result in the increase in C though Y remains 


constant. : 


ary ; P 
Let us now divide C into the coin circulation Cj and the 
jnote circulation Co. It is easy to see that a shift from lower to 
higher incomes is accompanied by a fall in Cj in relation to Co, the 
padportion cf cash held in coins being much less for the higher 
income groups. From this follows that there exists a weighted 
average ef Cy and C2 which remains constant in spite of the change 
_in the ‘distribution of incomes: 


a,C4 + agCe = constant (1) 


_And since according to the above 9, + Cg has increased a1,>ag,(for 
‘if-a;gag, a,0, + agCe mist rise)*. 


The value of a, and ag may vary with the degree and type of 
change in the distribution of incomes, but still they are likely to 
be pretty stable. . 


So far we have considered the influence upon the cash cir- 
culation of the changes in the distribution of cash paid income Y, 
whose value was assumed given. We want now to introduce into our 
formula (1) the influence of changes in the absolute value of Y. 
Imagine that all money incomes increase in the same proportion. It 
may then be assymed that C = Cy + Cg also rises approximately in 
that proportion». However, the coin circulation C, increases in a 
lesser pro ortion than the note circulation Cg. Since in formula 
(1) 84> ag it follows that 4404 +.aoCo increases in a lesser propor- 


a a ae ee Sk Pk 

4 es Tor paket ag *,) People with higher incomes may afford to 
eep a relatively larger casn reserve; 2) Salary earn 

monthly and wage earners weekly. ea . aPAGSS Pate 


2 If C4, while falling in relation to Co, rises i 
OR ea g 2» | n absolute value, 
3 Provided real incomes do fot increase strongly; for in s 
j uch a cas 
according to the ebove the amount of cash would rise epiprele Saey e 


more than incomes, since people with higher real i 1] 
cash in proportion to their incomes. Rap ap +s Bors 


=Ge 


tion than Cy + Cg and thus in a lesser proportion than Y. Or the 
constant in formula (1) is a function of Y which rises more slowly 
than Y. As a first approximation we may therefore assume: 


ajC4 + agCg = pY +q (2) 
where p and q are positive. 


3. We have no adequate data to establish the value of Y. 
However it is easy to calculate a series with which Y is likely to 
be strongly correlated. We shall, namely, compute the product of 
the number of insured in employment ,by the average wage rate. Let 
us call this series W. It may be assumed that Y is strongly 
correlated with W, but that it veries more slowly than the latter, 
since the cash paid incomes (inclusive of cheque encashments to 
self) of the higher income classes not represented in W are likely 
to be more stable than W. Another reason is that unemployment 
relief varies inversely with the wage bill. Thus our formula (2) 
may be written: ; 

a,Cy + asCo = kW +4 


where k and 1 are again positive. Or if we denote: 


ay =o) 1 
* =bis ke = bes Hm 
we have: 
W = byCy + DoCo - m (3) 


where by and m are positive and b> bg. We shall now calculate W 
for the period 1929-38, and correlate it with C; and Cg. This 
will ensble us to establish the coefficients bj, bo, and m and to 
see. whether they fulfil the above requirement.. 


4. The calculation of W is given in Table I. 


Yage Rate 
920" = 


In Table II W is compared with Cy and Cg. Cy - the coin 
circulation outside banks - is computed as the difference between 


4 After allowing for strikes and sickness. Ministry of Labour 
Gezette. 

2 Up to 1936, A.L.-Bowley, Wages and Income in U.K, since 1&60. 
4936-38, London and Cambridge Economic Service. 

‘3Wi rec index of wage and small salary bill: 1) Small 
bp ae pene iaded Seas 1ovacnt but their weight in it 
is lower than im the wage- and salary bill; 2) the changes in 
wage rates may not be vepresentative for changes in salaries. 


a Am 
the total coin circulation as given in the Bank of England Statis- 
tical Summary, and the amount of coin held by the banks computed 
from the Annual Reports of Deputy Master of the-Royel Mint. (De- 
tails of the computation are given in the er Cg - the 
note circulation outside banks - is then obtained by subtracting 
Cy, from the total circulation cf coin and notes outside banks as. 
given in the Bank of Ernglend Svatistical Summary. 


W 04 : Ca W calculated fron 
Year. 1929 = 100 Snillions. the regression 
Average. equation. 

FSS, 400 53-9 287 99 

19530 ~ 94.5 52.4 287 95.5 
lucia 90 59.6 291 94.5 
1932 89 48.2 301 8765 
1933 90.5 49.6 395 94 

1934 96.5 61.5 314 96.5 
1939 400.5 52.0 524 oe Ore: 

1936 4108.5 53.2 356 107 

1937 418.5 55.2 402 5 117.5 
1938 121 56.7 406 121.5 


We obtain from these data the regression equation of W in 
terms of Cy and Co 
. W = 2.37Co + 0.136C, - 68. 


As may be seen from Table II W calculated from this equation gives 
a very good approximation to tre original series: the deviation 
does exceed 1.5%. It is alsco easy to see that the coefficients 
by, bg and m fulfil the conditions following from our theoretical . 
argument, indeed: : 

by = 2.387, bo = 0.156, m = 68; 
and thus: : 
by > be and m Do. 


5. We shell now apply our regression equation for estimating 
the wage bill in the first half of 1939 and of 1940', For. the 
first half of 1959 the data on employment and wage rates are : 
available as in the preceding years and thus the comparison of W 
computed directly and calculated from the regression equation will 
be only another trial for the validity of the latter. The .posi-. 
tion in the first half of 1940 is entirely different as mentioned: 
at the beginning of this note. Because of withdrawal to the - 
Forces, extra entries (i.e. entries over the "normal" level) and 
unusually high degrees of overtime, it is impossible to calculate 
the volume of employgent from the available data of Unemployment 
Insurance and any estimate of it is bound to have an extremely 
precarious basis. Thus here our-regressionequation may provide 
a valuable check on such estimates. 

After_having considered the influence of the withdrawal 
to the Forces* on one hand and that of extra entries and overtime3 


‘41 For the second half of 1939 Cy and Cg are not available owing to | 
the use of postal orders as legal tender in the period September - 

December. oa = 

2 Total withdrawals wers estimated on the basis of the number of 
territorials, volunteers and registered conscripts (taking into 
account the delay in calling a end percentages of rejected and 
reserved. The figures so obtained were reduced in the proportion 
the number of insured bears to the total occupied population. 

3 This was estimated.on the basis of. rather arbitrary but plausible 
assumptions. .. . : ia : ; ‘. atee : 


=a ee 


on the other we have come :to the conclusion that the balence of 
these factors is not likely to be great. If this is true the 
volume of employment may be calculated approxiimately for the 
first half of 1940 in the usual way, i.e. by subtraction of the 
number of unemployed from that of insured (which is calculated 
from its level in July 1939 by adding the "normal entry at a rate 


of 200,000 per year), It is quite clear, however, that the 
result obtained is extremely unreliable, and must be checked in 
Some other way. It is for this purpose that we shall use our 


regression equation. 


In Table III we give the figures of employment (that for 
the first half of 1940 is put in brackets in order to stress its 
hypothetical character), the wace ratest, the resulting W, the 
circulations of coin and notes, 04 and Co,” and finally W calcula- 
ted from theregression equation. 


Tabie III. 
| W=(1).{2), Cc; Cp | W calculated from 


‘Employ- | Wage 


the regression 
equation. 


ef 1939 ]4113.5 
First 3 


The perfect agreement between actual and calculated W in the first 
half of 1939 is another test of the validity of the regression 
yequation. The agreement between our guess of ¥/ in the first half 
“of 1940 and the value calculated from the regression eyjuation is 
also perfect, and this may be considered a confirmation of our 
hypothesis that the extra entries and overtime were balanced ap- 
proximately by the withdrawal to_the Forces and the figures of 
employment (and W) in Table III,°f It thus follows that employment 
in the first half of 1940 (allowing for overtime) was probably 
5-6% higher than in the same period of 1939. 


M. Kalecki. 


In Table IV we give the total coin circulation (taken 
from Bank of England Statistical Summary) and the amounts of coin 
held by banks at the end of June, (Annual Reports of the Deputy 
Master of the Royal iint). Froin the latter series the annual 
averages are calculated (in default of other data) on the assump- 
tion of a linear change from June to June. The coin circulation 
vutside banks is obtained by subtracting the latter series from 
the total coin circuletion. 

iS 


‘4 The series is continued on the basis of London and Cambridge 
Economic Service. ; j 

2 The details of the estimate of C, is given in the Appendix. Co 
is obtained as for preceding years by subtraction of C, from the 
total circulation outside banks as given by the Bank of England 
Statistical Summary. 

'$ It is likely that the note circulation in June was affected to a 
certain extent by hoarding, for this factor would, however, re- 
duce the"calculated W'for the first half of 1940 not more than 
by 0.5 (ise. from 142 to 147.5). 


re 
-~ 6 = 


ae IV. 


De MitLion. «2 5 < 
; Total Coin “|Cosm 151d.) by y Banks | Coin ciroulation | 
ear.| Circulation.| at ond of, Hetimated outside Banks. ; 
| June. bem py. aVELPAZe. (1) - (8). { 
me ea Cie See es ERC RIS TSS 
Hoge [ 5.6 | 
prs 69.0 14.3 15. 4 53.9 i 
1930} 69.8 16.6 16.6 52.4 
1951 | 68.7 8.2 4 4 50.6 
1988 ; 67.40 49.4 13.8 43.2 
1498S | as a6r, 6 V7.4 47.4 49,6 
1934 | eT. 8 Ge. 1 16.3 51.5 \ 
S55 | 09.6 16.5 16.6 53.0 | 
1986 ! UG ib oe: Tea.10 10.1 53.2 
1937 | 75.3 1038 20. 1 55.2 
1928 } 78.0 21.35 eles 56« 7 
rere eersees js es 
For the first hil? of 1939 and 1940 the data on the 
amount of coin held by $.e banks are not available. They were 
estimated as follows. The ebeove figures of coin held by banks 


were compare With those of coin and notes held by them (as 

given in the Bank of England Statistical Summary) and it was dis- 
covered that since 1932 the proportion of coin to coin and notes 
“aried in rather close limits: between 13 and 15%. Thus the 
amount of coin held by banks in 1939 and 1940 was estimated as 
14% of peas of coin and notes, (#mill.149 and 165 respectively) 
which gives £mill.21 end 23 respectively. After deduction from 
the total ¢oin circulation (£#ill.79.%) we obtain in round / - 
figures £mill.58.5 and 62.5 respectively. ana 8-7 


WAR-TIME FOOD REQUIREMENTS OF TH UNITED KINGDOM. 


Since human energy is devived directly from food, the 


-physical and mental effort required for the prosecution of the 


wer cannot possibly be fortncoming unless adequate nutrition is 
Supplied to the people. 


The most essential food requirement is an adequate supply 
of energy; the balance of diet between protective and non-protec- 
tive foods is secondary to this primary need. In the following 
Table an estimate is made of the war-time calorific requirements 
of the United Kingdom: 

War-Tine Food Requirements of the United Kingdom! . 
Net Calories Sstimated Total Requirements 
regd. per ~~ Population. per day. 
pereon per 
day. (000's) (000,000's) (000,000 ,000's) 

9.7 19 : 


Children 0-14 2.0 


Women 15-65 3.0 17.5 5 52 
Men 15-65 3.4 T6507 53 
Men & Women 

over 65 220 5.0 10 
Total 47.9 134 


eS ee EE 

1 Calorific requirements according to age, sex and activity were 
calculated from the League of Nations Report, on the Ph Ssiologi- 
cal Basis of Nutrition (1936) essuming the working of a nine- 
hour day, six uays a weex. 
The mnopulation in age and sex groups was estimated by graphicel 


Sly) tox 


Total Gross Calories Required ner Day 147,400 million. 
Wu “ Person per Day 3,080, 


The average calorific reyuirements per head of population 
thus appear to be approximately 3,080 per diem in comparison with 
the figure of 2,800 taken by Sir John Orr for our peace-time 
needs. The difference is due to the working of longer hours and 
the movement of people from light occupations to those requiring 
heavier expenditure of energy (movement of unemployed and unoccu- 
pied persons into employment, shifts from light to heavy indus- 
tries and entry into the Armed Forces). 


At first sight these figures of our war-time needs com- 
pare favourably with the figures for the energy value of all the 
food produced and imported in the years immediately preceding the 
outbreak of war. The estimated war-time requirements for the 
United Kingdom are about 147,700 million calories a day. in 
1938 the country's total food supolies were approximately 
148,000 million'. Thus the nation's war requirements would 
appear to be just met by the pre-war rate of supply. 


The actual pre-war calorific intake was, however, about 
10% above the estimated requirement of 3,800 per person per day, 
that is, people on the average were consuming 10% more than they 
required. Therefore, unless our war-time food supplies are 
increased above 1938 level, they can only barely cover the coun- 
try's needs if the margin of consumption above requirements is 
abolished and the total food supply distributed with scrupulous 
_ fairness. 


G. H. Daniel. 


extrapelation from the Registrar-General's estimates for 1936-39. 
The 1931 occupied population in each industry was divided: with 
the aid of the Census of Occupations and various estimates of 
the calorific requirements of different occupations into per- 
Bons doing no manual work, light manual work, moderate work and 
heavy work, and a figure of average calorific requirements detér- 
mined in this way for each industry. The industrial distribu- 
tion of the population in war-time was worked out, taking 1.5 
million men to be in tne forces and apvlying the 1914-18 changes 
in industrial distribution of labour to the numbers employed in 
each industry in 1938. The resulting figures times the calori- 
fic requirements in each industry gave the national energy 
requirements in net calories. These figures were multiplied 
by 1.1 to give gross calories representing food ™& purchased. 

Sir John Orr's estimates of the calorific value of our supplies 
in 1934 were taken, a deduction of 10% being made in the case of 
meat and of 15% in the case of fish to allow for waste and loss 
during distribution. An index of the change in our total sup- 
plies in 1934-38 was prepared from figures in Orr and LIubbockts_ 
“Feeding the Peonle in War-time" (1940) and applied to the 1934 
figures.’ The resulting figure for 1938 was reduced by 7% to 
allow for losses in manufacturing, etc.. 
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WORKING-CLASS BUDGETS, MAY 4940. 


W g i oe: bie number of perscns, 

With the co-oneration of a considera S ee 
most of Sasa were connected with Universities or Social a ae 
the Institute orgenised a collection of budgets of expend x 


May. Tat le 
working-class housenclds in the second fortnight boa on ce 
, Ae = es " he aie. an 3 : are 
I shows tne number and distribution of the households 


F nere ere 
quiry was limitea to the central body oF a RRL ah ep 
ies ah ow y earings norma y e o e t oF 
there was a man at. work, earning > : a 
ee and at least one child of ‘school yng aS oa ae 
VCos 5) E ek ; can " 
istri WE Lictated by 6 oresence of willing investig ’ 
districts was Gictated by the pres a i ied ey Pep 
ii 1 Lc ous?nolds was not on any scien 
whiie tne selection of housenoias wa : Cee ee 
x j 3 Liro fF those families who were know 0 
of sempling but simoly of to y Se ve SE 
indeoetaators and were willing to keep accounts et a es y 
ment in many cases). There wes no prepared oe ee Said 
that the investigators were asked ee Jace ee re _ 
P i rere i ted The householders were furr : 2 
of outgoings were inclucec. J o1de pi ie gh gaa 
ofc ee i ! Vic hae) enter tne money in han 
note-books in which they werc to : ag ae seb yen eap 
i he sums veceived in the next seven days, ar 
Friday, May 17th, the sums rece I ee ae eee 
; snditu in tnet weex, together wi C 
every item of expenditure : ater OP ie ace 
f 2 same j dure was to be followe 
of May 24th. The same proce > 
May 2ath to Sist. Thougn the accounts or ten aa east 
exactly, this method gsve 4 sufficient control of tneir aaeg 
and only a small number nad to be rejected. 


Table Ie 
Working-Class Budgets, Nay 1940. : 
| 5 “WeGxLly expenditure per Weekly exven 
‘ | family: Shillings. diture on fvod 
Fami- Per- lzoz Clothes Per Per 


District. jlies. sons."Men" '$al.Zood. ing. Fuel.Rent OtherJperson. "man" 


Numbers. : Shillings. 


ff 27 20 174 tate) 3.7 5.6 8.8 19 6.6 44.5 
11 48 oe ihe 34 5.1 5-2 14.3 18 7.9 10.2 
26 138 96) {70 -33 4.4 5.8 13.9 -° 15 6.2 8.9 
Bristol 22 1418. 89 {69 33 5.4 Set ted 15 6.1 8.0 
Birmingham}; 7 58 30 |81 48 9.5 6.1 6.4 15 at °.8 
Stoke ie 31 25 |88 40 6.9 6.1 15.2 22 9.0 te 
Leeds 4 16 13 |64 2g 4.5 4.2 13.1 14 7.2 9. 
Sheffield | 19 fe, 62 179 33 5.9 5.0 11.8 24 B:.0 10. 
Lincoln Om 45 33 }66 31 5.4 4.8 11.5 44 6.3 8.% 
Halifax 1 ee 3 (75 39 o.7 7.0 8.4 15 9.8 12.1 
jbeyland 4 4 3 |82 34 4.0 co. 8.0 31 8.4 10.0 
reston 4 4 3 |60 50 2-6 5.5 15.0 7 7.5 10.2) 
Bolton 5 24 17 {74 35 4.8 SEI ett. 4 T% Te2 10.0 
Liverpool..| 14 65 52 ra 36 4.8 5.8 13.0 14 Toss? 9. 
Manchester 2 5 4 163 24 3.7 6.3 13.2 16 Get 11.4 
Newcastle 15 56 45 170 28 6.1 5-3 10.3 20 7.5 9.6 
Glasgow 5 29 20 168 31 7.7 404 9.2 15 5.4 7.8 
Dundee i%@ 34 25 178 30 9.4 6.6 7.8 24 6.14 8. 
All 163. 763 576 '75 33 5.6 5.5 11.6 Ut, 7.1 9.35 


Thoug% the number of budgets is small and their distribu- 
tion is sporadic, they appear to form a fairly homogeneous group, 
which is typical of those families whose personnel, occupations 
and wages have not been radically modified by the war. 


There is no available set of budgets of recent years 
which is directly comparable, so that we have not the means of 
showing how far the rise of prices and rationing has affected 
habits or the adcauacy of diet. At present we have only an in- 
stantancous picture, which can only be compared in'a very general 
way with similar pre-wer descriptions. . In fact the main object 
of the enquiry was to start a series of observations, which will- 
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be repeated from time to time if circumstances permit, A prin- 
cipal result of this first cbllection is in showing the relation 
of purchases to rationing. 


. In Table II are shown the relative expenditures on foed, 

rent, clothing, fuel and miscellaneous objects, and details of 

_ food expenditure. Of these food and rent are complete and satis- 
factory. The entries for clothing are mainly payments to clubs 
and boot-repairs, and it cannot be af'yirmed that the average for 
163 households for a fortnight in May is close to that for a 
wider group over a year. The cost of fuel and light is of: course 
somewhat less in May than in the winter, but in some cases~the 
average of the preceding quarter for gas and electricity has been 
included. The miscellancous group, which includes trade~union 
and other subscriptions, tobacco, drink, papers, travel, amusement 
and what is vaguely described as 'pocket-money' may be regarded as 
a minimum; for often we have only the money that the housewife 
received, and not that kept by the husband or other workers. 
This group accounts for nearly one-quarter of all expenditure, 
and there is no doubt that if it was complete the proportion 
would be well over a quarter. 


Table II. 


Yeekly Average. 
Per Per Pea 
Family Person"Man" 
Shillings. 


{Percentages of |Ministry of Labour's 
Totals. Cc. of L. Budget 

; Percentages!, 

52.6 55.3 

14.6 15.3 

18.8 19.7 


9.3 9.7 
4.7 100.0 


100.0 - 


LS In Table II is calculated the distribution of expenditure 
as it would have been in May if all money was devoted to the stand— 
ard budget on which the Cost of Living Index is based, allowance 
being made for the various rates of increase in price since 1914. 
Thus since the cost of clothing has increased in 26 years more 

than that of food or rent, we find that clothing (on the basis of 
unchanged purchases) would be 19% of all expenditure instead of 
142% as in 1914. The Table shows comparisons both when the mis- 
cellaneous group is included and when it is excluded. 


Table III shows the expenditure on eight classes of food 
and a 'sundries' class which includes meals out. In this Table 
many kinds of food usually bought at the grocer's are classified 
under other headings. Biscuits, breakfast foods, rice, etc., are, 
for instance, under Cereals, tinned meat under Meat, butter and 
margarine, with cheese and eggs, under Dairy. The Table shows 
expenditurd ver family,-per person and per “man" or “equivalent 
adult male". : 


-4 These percentages are obtained by applying the recorded in- 
creases to May 1940 to the original budget and expressing the 
results as percentages of the total. 
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Table III. 


‘Food. 
Weekly Average. 
Per Per Per Percentage 
family. Person, "Man". of Total. 
Shillings. Pence. Pence. 

Cereals 5.1 43.1 17.3 15.5 
Fat 0.4 regi Aes EAs 
Meat 6.0 20.5 217.0 24.1 
Fish 1.0 Pa . 6.6 33 
Dairy 8.5 lent, 28.6 25.6 
Grocery 4.0 {0.2 13.5 12.14 
Vegetables Bee 8.6 417.4 10.2 
Fruit 4.4 Sao eerie 4.2 
Sundries 1.3 Haar 4,4 3.9 
Total 380186 84.76. 112,Q0d. 400. Od. 


Mergarine is included in Dairy. 


Except for a greater expenditure on vegetables the dis- 
tribution is very close to that found in the most recent pre-war 
budgets known. In May vegetables were especially costly, and 
this, may account for part of the increase. 


7 We can compare the food expenditure in broad classes with 
other accounts as follows:- 
: ee Table IV. 

Distribution: of Food Expenditure. 


Oost of Living 1918 Budget Ne 
Budget as in for semi-skilled. Collection. 
May, 1940. = 


2 : Percentages of Total. . 
Cereals : 15 20 16 © 


Meat and Fat 24 32 26 

Fish g 3 3 

Dairy 2e ps 27 

"Grecer 18 43 43 
Vegetables and 

Fruit Cie 8 15 

4100 - 400 4@0 


The 1918 budget is that collected for the Sumner Committee. 


The only entry under vegetables and fruit in the cost of 
Living number is one for potatoes. 


_For Tables II, III and V we have-used the equivalents 
: Male 14 to 65 years 4.00 


Female 14-65 u - 85 
Children under 14 55 
Perscns over 65 ~60 


"The children's equivalent is a little below that in optimum 


diets. Th 3 ilic 
sae Fee averages Cpe families included are 4.68 persons, 


Table V shows the ‘distribution of families a 
their weekly expenditure per head (or person) anh See ee ie 
The average per head is 7s.1d., and half the families aré between 
6s. and 9s.. The average per "man" is 9s.3d., and half the 
families are between 7s.9d. and 11s.3d.. The British Medical 
Association's estimate or the cost of a minimum diet for an adult 
male in July 1956 was 6s.5d.. Applying the Ministry of Labour's 
food index to this we find that the equivalent in May 1940 was 
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7s.11d.. Hence it appears that one quarter of the families in 
our Budgets failed to reach this minimun. In the very low 
expenditures the ‘budgets were specially examined and they seemed 
to be genuine. In some cases there, was evidence of very careful 
purchasing, so that the diet was only a little below the adequate. 
In many cases food seemed to be sacrificed in favour of non-neces- 
sary sundries, Further examingstion of the budgets may throw 
more light on the relation betw'.2n consumption and néeds. 


Table V. 
Weekly Food Expenditure. 
Per Person Per" Man" 
SHILLINGS Number of Families. 
3 5 (@) 
4 41 3 
5 26 4 
6 34 2 
id 25 27 
8 20 23 
9 22 20 
10 8 29 
414 4 21 
12 3 12 
13 3 6 
14 0 2 
15 4 4 
16 4 2 
17 fe) iq 
163 163 
-Ave rage 7.18. 9.38. 
Quartiles %S050. | 98. 78090» 445.506 


Distribution of Families by Food Expenditure. 


No.of 
Families. Per Person. Per Man. 


No. of 
_Families. 


32 
»28 


5 a 
; — iP" 
345678 90112134 617 456 7:8 910111213 4.15 6 14718 


Shillings per Person. : Shillings per Man. 


A..L. Bowley. 


sien 


THE NEW ORDER IN FORGIGN EXCHANGE CONTROL. 

The Order in Council, No.1254, issued on July 17th, closes 
the first perigd of the British Exchange Control. It means in 
effect the end of the unitarian and international sterling, and the 
introduction of an almost complete bilateralism into our foreign 
economic relations. The great battle between those who insisted 
that a full mobilisation of our economic resources and the safe- 
guarding of our foreign reserves is not possible without the aban- 
donment of sham freedom in foreign exchange relations, and the 
Treasury, which so doggedly defended it, is over. 


The first step in the retreat from the original attitude of 
the Authorities was taken in March, when the Order in Council, 1940, 
No. 291, specified that exports of certain commodities to certain 
countries would have to be paid for either in foreign exchange or 
in sterling obtained from authorised dealers at official rates of 
exchange. This step was followed up in May by adding diamonds to 
the list of specified comiodities and by making it virtually impos- 
sible for foreigners to sell their British holdings and export 
their capital through the free exchange market. The. penultimate 
stage was reached in June, when S.R.& 0. 1940 No. 892 extended this 
rule to all exports to "free exchange" countries. At the same 
time the Authorities foreshadowed the conclusion of payments agree- 
ments with countries not having free currencies, a step which has 
the same effect. The agreement with Argentina, by which Argentine 
debtors were prohibited from obtaining free sterling for purposes 
wf payment in Britain, had been the first. step in the latter 


direction. 


‘The new Order, (No.1254), which in effect replaces the 
previous Defence (Finance) Regulations, assimilates the procedure 
with respect to the free currency countries to this method. ~ In the 
case of: the United States and Switzerland the accounts: through 
which payments are effected are called "registered" and not "special" 
accounts. The agreement in the former case was concluded with the 
American banking syste, and not with the Government. As far as 
other countries are concerned, the arrangement of special accounts 
is to be extended until it covers all countries with which we have 
commercial relations and with whom we have not concluded clearing 
agreements proper. In the past month considerable headway has 
been made in this direction. 


™he system of Exchunge Centrol now in force in Great 

Britain amounts to a modified torm of bilateral clearing systen. 
The rates of exchange are fixed; special (registered) accounts 
opened by the Banks of the country with which the agreement is 
signed in British authorised Banks are used exclusively for the 
settlement o*” current commercial transactions. These accounts can 
be debited and credited only for aprroved and specified purposes. 
In the case of a few favoured countries, a second kind of account is 
also to be permitted, also to be held at authorised Banks. These 
accounts are called “sterling area accounts", These accounts can 
ho vredited »1th the interest and other income due to foreigners — 
Other thu1 current commercial trensactions. They can also be 
greeised with anounts taken from the registered or Special accounts 
a pa nationality. Balances on these accounts can only be 

r specified purposes inside the sterling area. 


: No sterling balance must be trahsferred fr n 
aR ce to i account of another foreigner af aiereceat D Pf 
Sapte ie & © "free" storling balances which remain can be used 
ee re er to, the "free" sterlinz account of a foreigner of 
na ionality’, or for payment to residents for purposes other 


4 nae te ee ae of countries with which no payments agreement 
ra a ved at and no “specisl account? system was ilat 
y imposed. (8.R.& 0. No.1257, 1940), = 


than those in respect to which registered or special account stcr- 
ling balances must only be used. The total volume of free sterling 
accounts increases, us foreigners are not permitted to sell securi- 
ties in their possession (the enabling Regulation was issued on 

May 12th, 1940, S.R.& O. 1940 No. 708). Provided the Authorities 
are not showing laxity in handling E.1 applications with respect to 
countriés with which agreements have not been concluded, this sne- 
cies of sterling will diseppear. Until that time the rates quoted 
for them will be different in different countries with which 
agreements have been concluded, as arbitrage between aliens of 
different nationality is prohibited. 


The loopholes in our Hxchange Control system thus have now, 
in the main, been stopved. It is on the administration, especially 
on supervising the prices of exports and iiports, that the tightness 
of Control will now depend. 


whe reversal of the declared policy of the Treasury, however, 
has not resulted in such reorganisation of our foreign economic 
policy as would secure the maximum gain and use to the full the 
bargaining power implicit in the new systen. 


1. The new system permits of fixing discriminating rates of exchan- 
es for each country separately, according to that country's elas- 
icity of demand for our exports. All agreements hitherto concluded 

and published have been negotiated either on the basis of the official 

erate of exchange, or on the basis of the last quotation for free 
sterling. The latter basis (e.g. Portugal) is especially reprehen- 
sible. } No attempt seems to have been made to establish multiple 
accounts with especially high rates for sterling for the purpose of 
purchasing certain commodities, such as wine, dried fruit, etc., for 
which we have a strong bargaining position. 


2. No attempt has been made, except in the case of rilms, to use the 
device of bivcsked or specially restricted sterling, for the purpose 
of obtaining supplies on credit (this wovld be especially important 
in the case of egricultural commodities, «end more especially in con- 
nection with the schemes, now under negotiativn, of preventing 
Germany from obtaining the surplus of preéuction from overseas 
countries). : 


6. The absence of furthor s:zw-ulvisions of special sterling leads to 
an unnecessarily strict restriction of the use to which foreign 
assets and existing foreign balances may be put. If there were 
more sub-divisions a greater elasticity could be permitted. An 
outstanding example of this is the absence of financial or security 
sterling, which made the conplete blocking of foreign-owned capital 
assets in Britain inevitable, It would be more useful to create a 
new species of sterling, whose use would be forbidden except for the 


purpose of acquiring other capital assets. 


4. The budgetary, the exchange rate, the internal production and the 
export price policy still lack co-ordination. The measures taken 
in the fast two months represent an appreciation of sterling by 
almost 33% in the case of most British exnorts proper to the United 

* States. The Limitation of Supply Order (S5.R.& O. No.874, June 6th, 
1940) creates the condition for increased exports, but does not : 
necessarily make those exports possible. No machinery has been 
devised to overcome the difficulties implicd in the new exchange rate 
policy under present circumstances of increasing inflation. A 
policy of penalisation and exhortation cannot solve the problem. 


5. The all-important problem of producing for stocking purposes has 
not been tackled, except in a very half-hearted way in the case of 
coal. It has been indicated in earlier memoranda that the problem 
of price discrimination and stocking can most suitably be solved by 
State initiative. and action in the shape of State financed export 


companies. 
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6. The new Order specifically excludes the sterling block Empire 
from its operation. Without’ inter-imperial co-ordination and 
supervision of exchange control policies the most important source 
of leakage will continue to persist. 


7. Except in the csse of America it has not been announced how the 
balances accumulating in the special accounts of foreign countries 
will be dealt with. In the case of America full gold payment is 
provided. It is to be honed that in the case of other countries 

a more elastic and s more fevourable solution could be round. The 
existence of considerable foreign balences in London, guite apart 
from the fact that they represent foreign loans urgently needed, 1s 
also one of the main sources of bargaining strength with respect to 
the Central Banks of countries with which we have payments agree- 
ments. They should be used to enable us to liquidate our foreign 
assets, especially those defaulted upon during or after the depres- 
sion, in an ordinary wanner end in tolerably favourable conditions 
for ourselves, 


This review of tasks still unsolved confronting the Authori- 
ties in the field of foreign economic policy shows the unfavourable 
consequences of the lack of a unified policy-originating organ in 
the Government machinery. The all-important problem of foreign 
@conomic relations is still being dealt with by a host of Depart— 
tients charged with many other tasks, having contrary peace-time 
traditions, among which an uneasy compromise policy is then 
labériously worked out, which often contains contradictory elements 
(no measure was taken, for instance, to offset sufficiently the 
appreciation of the pound). It also shows that it would be rash 
to assume that the Government Departments will show enthusiasm and 
determination in the execution of policies to which they have been 
regolutely epposed, and which have been imposed upon them by tne 
forte of (foreseeable) outside developments, 


T. Balogh. 


AIRCRAFT FROM NORTH AMSRICA. 


The chief military need of this country is probably for 
large numbers of completed aircraft in the course of the next few 
weeks. It is unlikely that British output can be much expanded 
in this time, and it is even doubtful whether it can be maintained 
at its present level in view of the demands the latter is making on 
labour and plant, and the possibility of damage from air raids. 


The obvious elternative is the purchase of American machines. 
The current output of American factories is not exactly known. An 
output of 1,000 per month was projected in December 1939; thus a 
recent estimate of 500 per month is not excessive and probably near 
the truth. As this output has at present to meet not only British 
but also American demand, the outlook is less favourable than many 
people belicve, 


Sales of American aircraft to Great Britain are frequentl 
mentioned in the Press. Figures given are usually fipures of : 
expenditure, and as prices are considerably inflated by the addition 
reper ee eb oaed Sab (2-4 times the margin in domestic sales) 

are intended to provide for future reconstruct 
these figures are misleading. ird¢ Saad aoe 


The actual exports to France England and Canada in th 
period September 1939 - April 1940 (inclusive) amounted only £0 792 
of which 488 were exported in the first four months of 1940 (U.S. : 
Bureau of Foreign and Domestic Commerce). This insignificant rate 
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of export may have been accelerated since the end ot April. Accor- 
ding to the "“Annelist" its smallness was due to the Allies! freauent 
changes of specification, rather than to ectual shortage of outnute 
It is also probably true that the Allies were unwilling to buy 
heavily until the characteristics of the newer American machines 
(replacing the rather obsclete types produced until the iniddle of 
1939) - were more definitely known. 


Whet we sre now interested in, however, is a scheme whereby 
Great Britain could obtain the entire output of American military 
aircraft, end wnat we suggest is this. 


The Canadian sircreft industry (very small until the end of 
1939) should be rapidi:y excended on the basis of the large and 
efficient Canadian eutomobile industry, and using materials largely 
to be ovtained in North America. fn arranged proportion of the 
output of the new factories should be pledsed to the American Govern- 
ment, in return for the export to Engiand of the entire current U.S. 
output, and perhaps of the move modern units of the American air 
forces. The geographical proximity ot the new factories, the fact 
that they would make possible an immense output of machines on the 
North American Continent in the event of the U.S. being at war by 
this time next year, snd the fact that the whole transaction might 
be financed originally by a gold wovement, to be subsecuently rever- 
sed, should commend the scheme to the U.S. Government. 


The problem,is essentially a technicel one, and depends 
entirely on how far the Canadian aircraft industry can be expanded 
in the next 6-12 months. There is certainly considerablg capacity 
in the automobile incustry. Production in April 1940 was 19,700 
units (April 1959 16,900) and exvorts only about 4,000 units (April 
1939 2,270). The maximum total montnly output of cars was 25,000, 
reached in April 1936. Aluminium sheets and tubes are obtainable 
in Canada, and cotton fabric rebber sand hish-speed steel could 
probably be wanufactured there ov purchased from the U.5.A. 


HE. Jd. Buckatzsch. 


Gia oc 


Diary. Three weeks ending 10.8.40. 


The Budget. ; es ; 
The deficit of the April budget was £4%4g million, and after 


allowing for purchase tax announced in the budget statement, was 
often estimated at about £1350 million. Many economists considered 
a deficit on such a scale as bound to create “inflation” - a vicious 
spiral of prices and wages. In this bulletin (No.2) avzew was 
expressed, however, (supported by some crude statistical estimates) 
that the April budget was uctually not “inflationary” since the 
increase in savings (chiefly in undistributed profits) resulting 
from the rise in employment, the reduction in investment in fixed 
capital (both new investment and replacement) and finally the ¢ 
increase in sale of gold and foreign assets to cover the negative 
balance of payment - provide adequate meens to finance the deficit. 
At the same time it was stated that the April budget was probably 
just on the verge of inflation and any appreciable increase in 
Government expenditure above the level of the budget statement 
"would call for new measures for curtailing consumption by rationing 


and taxation". 


The recent budget statement raises this year's revenue by 
new taxation only by £125 millions, inclusive of the yield of the 
purchase tax. On the other hand, expenditure is estimated at 
£800 million higher than in the April budget. (This corresponds 
to the assumption that the supvly services expenditure will con- 
tinue at the present rate). Thus the deficit increases by 
£675 million over the £1432 million level, and by about £750 mil- 
lion over the £1350 million mentioned above as what was considered 
the likely April budget deficit after allowing for purchase tax. 
Thus, if the April budget was not "inflationary" but. the “safety 
margin" was not very great, the present budget involves a real 
danger of the “vicious spiral’. 


This does not mean, however, that a strong rise in prices 
of consumption goods is imminent immediately. For a certain time 
“inflation may be only latent, showing itself not in the rise of 
prices but in a rapid depletion of stocks. But when these, after 
a few months, will decrease considerably, the rise of prices must 
follow (unless imports will be increased or exports reduced). 


The proposals to prewent inflation by large-scale incorie 
taxation of low incomes, oftei wt forward lately, constitute a. 
definite advantage only for péople with fixed incomes (rentiers in 
particular). For the workers, low net wages and stable prices are 
not necessarily preferable to prices rising quicker than wages. 

The only just solution is curtailment of expen@iture for a certain 
range of goods over a certain level. For this, however, even a 
rise in income tax on high and medium incomes may prove an inade- 
aoe instrument, and much more unorthodox devices must be consider- 
e o 


The Purchase Tax. 

The Purchase Tax in its new form differentiates between 
what may be termed "indispensables", "necessities" and "luxuries". 
"Indispensables" are to go tax-free; besides all foodstuffs they ' 
include children's wear, essential drugs, medical and surgical 
appliances, and books and gramophone records especially adapted for 
use by the blind. Among the necessities which are to be taxed at 
one-sixth instead of one-third of their wholesale value’there are 
certain kinds of garments and footwear, plain glass and earthenware 
articles for domestic use, and account books and plain writing 
' books. Sir Kingsley Wood stressed the fact that under the new 
schedule 80 per cent of the weighted commodities of the Ministry of 
Labour's cost of living index will remain untaxed, and only 8 per 
cent be subject to the full impact of the tax. In fact, however, 
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the man with & small income will probably feel the incidence of the 
new tax more strongly than it would eppéaxr from Sir Kingsley's 
statement, in part because the margin of his income availeble for 
lururies ~ such as books, photcsravhic films, gramophone records, 
ete., is already but small, an@ in part because the tax on luxuries 
is likely to civert demand for the more expensive to the cheaper 
kinds or luxuries, which may bring about either a shortage of them 
or &@ rise in their prices, in particular es the tax is not to: be 
imposed until October, and many people who have cash to spare aren 
now laying in stores of those comnodities on which the tax will fall. 
The devlietion of the stocks heid by the merchants will aggravate the 
“prise” in prices and es a resuit may even lave renercussions on the 
prices of "necessities" and “indispensables”. if only Yor this 
reason tne effects of the tax on the home iarket will have to be 
watched carefully. (if the tax entails an all-round reé@uction of 
demand for the taxed commodities its revenue yiela might full much 
short of the Covernment's exnictetions, thoucn, of course, in the 
case of an inflation the income derived trom it might become con- 
sidereble). ‘ : 


The Federution of British Industries has expressed fears 
that the tax if levied at the wholesaie stage may also affect. the 
expert trade, eS the United States as well-4&s several Dominions 
levy‘ the duty on imports from the United Kingdom on the wholesale 
value of similar goods sold in the home market -at the date of 
shipments 


Finanes. The Covernnment Returns suc © rise in floating debt. 
duyinz duly by £144 millions (inclusive of S20 millions. of Treasury | 
Depbsits by Banks). Other increases in debt are: $6.millions 
National Savings Certificates ard 3% Defence Bonds, £86 millions 
2?% National yar Bonds end £9 miliions “other debt".  .Sihce £103 
hillions cf "dissented" 4¢% Conversion Loen were repaid this means 
‘a-eurrent deficit of £182 millions covered by an‘increase in. 
floating debt and N.&.C.. and 4% Pefcice Bonds. As stated in the 
previous issues of the Bulletin, the dangers seen by some people 
insthe financing of the Geficit by floseting debt.may be considered 
purely imaginary. If the vresent Government policy is inflationary 
it is not because the deficit is financed by Prloating. debt. 


The Bankers* deposits recovered soon from the low level of 
£79 millions reached on July 1th: they were at £104 millions on 
July 24th and £106 millions on July 61st, white Public Deposits fell 
respectively from £56 millions te £30 millions and £25tmillions. 

The crecit conditions were accordingly eased. The note circulation 
did not show any significant increase. NG 


The ‘prices of shares recovered from their lowest level at 
the end of June by about 20 per cent (Index of Financial News). 
The rise since the July Budget Statement was about 5%, which :doubt- 
less reflects to a certain extent the enticipation of "inflation". 


Commodities 4; Industries. ; ; 
“Goal. The ninth report of the Select Committee on National 
Expenditure recommended thst the storage of coal by small merchants 
should be made compulsury; and indccd that all users of coal should 
be coapelled, if they have proper facilities, to buy in stocks of 
coal.. -The comnittce pointed out tnut sanch schemes would not only 
give customers greater security of supply, bet would save unneces- 

sary delsy and’ cxpense. i 


Sn July 31st the Mines Department ennounced that consumers, 
though vlacing their order now, must await deliveries with patience. 
Mir. Grenfell's appeal had resulted in the placing of abnormally large 
orders by consumers, ani merchants are therefore sometimes as mach as 
three. weeks behind in their deiiveries. 


Three wecks ending 10. 8. 40. 


; i very brisk : August 3rd) but 
Glasgow reported very brisk demand for coal ( 

at Neveestie the loss of the export trade had not been ee 
rise of inland demand. Export trade for South America was tending 


to return to South Wales from the Newcastle region. 


Tin. Reports of an actual inercase in the visible supply of tin 
weakened tha’ price in the first week of August. The cept Moe 
price was £265 on August 9th; it is clear that American deman = 
not yet produced signs of any speculative interest in tin, setae 
immediate shortage. There is, however, still a tendency for t 
market to quote contango prices for three months’ tin. 


ron & Steel. In spite of the stringency of supplies of rew 
ea See must heute to be felt before long, output is said to 
be maintained at a high level, The special steel and engineers 
small tool branches are particularly active. The cutlery firms, 
having completed the heavy orders for the Army and Navy are to be 
put to work on suitable imnitions work. 


The number of new cars sold in June shows a highly satis- 
factory fall as compared with the figure for June 1939 - from 
26,502 to 1,891 (cars taxed on H.P.). Exports in June were 4,000 
vehicles, valued at £590,000. This represents a decline. 


The affairs of Richard Thomas and Co. are again attracting 
attention. Two points emerged from the conflicting assertions 
made by the Chairman and Sir William Firth at the meeting last week: 
(a) whether the interests of the shareholders are being subordinated 
to those of the banks, and 
(b) whether the interests of the country are being subordinated 
either to those of the bank or to those of the other tinplate 
producers. : 
To some extent the two are related questions, insofar as both 
Richard Thomas shareholders and the nation as a whole are interested 
in the concentration of tinplate manufacture in the most efficient 
plant in the country, and both interests may be expected to suffer 
if the less efficient producers,through the influence of their 
“representatives in /tre = #8, are causing the new plant to 
run below capacity. Insofar as this may be happening it is diffi- 
cult to accept Mr. Morrison's disclaimer of responsibility, (House 
of Commons, August 7th) as the question is distinctly one of "Supply't 


Te the extent that the discontent of the shareholders last 
week was due to their accepting Sir William Firth's assertion, that 
the directors were using profits to pay unnecessary overdraft charges, 
the Minister was doubtless right in dismissing the matter as a dis--* 
pute In tho capitalist. worl’ that he could not pursue. It would be 
interesting botn to know thé grounds of Sir William's assertions and 
to see some realisation among the M.P.'s who questioned the Minister 
that two wholly seporate questions are involved. It might then be 
possible to take appropriate action. 


‘Rextiles. The index numbers of wholesale trading in textiles, pub- 
lished by the Wholesale Textile Association in collaboration with the 
Bank of England, for the 3 months to June 1939 and 1940 are:-— 


Home Trade Export Trade Total 

1939 1940 1939 1940 1939 1940 
April 96 145 67 94 94. 142 
May 105 131 ; 93 412 103 128 
June 94 97 80 105 93 97 


The Home Trade figure’ for June shows a considerable drop since May, 
due to the rationing of textiles. In view of the increased prices 
the physical volume of hone trade must now be well below that of a 

year ago. Wholesale stocks sure higher in-value than a year ago and 
equal in volune. : 


= ae = 
Three weeks ending 10. 8. 40. 


The Board of Trade has announced that the rovisions 
Piece-Goods and Made-up Goods (Catton, Rayon and Linen} Sonemeutone 
the limitation of the home trade in textiles:will be extended after 
50th September 1940. During the pericd 1st October i940 - 31st 
March 19441 the value of Supplies of controlled soods for the 
civilian hume trade will be,.as compared ‘with the basic period of 
1st Cetober 1939 - 34st March 1940 - 


2) For Gotton piece-goods und mace-up goods - 873% 
’b For R ayen v t uw a" . *: 663% 
¢) For Linen We; " " wt it - 25 % 


: The raising of the cotton percentage to 374% as against 25% 
in @ previous order has caused rélief among Jiencashire textile mwanu- 
factuxers who can now plen on a basis of 50% for three manths of the 
six months period and 25% for the rest. 


Cotton. Following representetions by the Kgeyptien Government, 
the British Government is setting up a commission to purchese before 
the end of next April all lint cotton from the 1940 Egyptian crop, 
and all mercantile cotton seed, as distinct from sowing seed. 
Agreement has been reached for the price of purchasing the various 
categories. 


The closing of the French and Italian markets to Egyptian 
cotton and the difficulty cf shipping to Anerica had caused growing 
auxiety in Egypt regarding the dispueal of the 1940 crop, as it was 
feared that the greater part of it would be left tm the hands of 


the many smell cultivators. 


It is expected that the British Government will suffer a 
net financial loss on the trangaction. Shouid any. profits accrue, 
however, they will be shared equaily vy beth Governments. 


A further levy of 5d. rer 190: 1b. is to be imposed on raw 
cotton as from August 1st 194U. Tne proceeds of .the levy, wh.ch 
will amount to between £200,000 and £390,000 in a full year, are to 
be made available to the new Company, British Overseas Cottons, 
Limited, recently set up under the direction of Mr.E.Raymond Streat 
and Mr. Frank Platt for the promotion of export trade in the eotton 


industry. 3 


Arrangenents have been completed between a group of importers 
in Jave end a group of merchants in ‘fanchester for the sale of 22 
million yards of cambrics for shipments from September to December. 
The estimated velue is £500,000 and the production will be carried 
on by akout 80 manufacturers. The spinners, manufacturers, 
bleachers and merchants will be. registered in the first export syn- 
dicate to be formed uncer the Cotton Board. 


During the past.three months prorits in the Lancashire 
cotton industry have been the highest for many years. of 64 
companies wnose record has been compiled ny the Lancashire Statis- 
tical Service, none has shown a loss in the last quarter, while in 
many cases profits have been substantial, In 541 cases dividends 
_ were paid Prenging: from 24% to 20%. 


Wool. The: civilian trade has fallen considerably and there are no 


longer complaints of the inadequacy of the civilian wool ration. 
Stocks of merino tops. have accumulated to such an extent that it has 


been Rae geeer to reduce the: output by 25%. 


‘Rayon. Prices of various types: of rayon yarn will ‘be increased by 
3d. per pound for all: deliveries made on or after September ist. 
This has been announced by.the Rayon Producers' section of the Rayon 
and’ Silk Association (Inc. )- Producers of these YarOe hope to keep 
the cheaper yarns for nanufecture, for export. ; 


- 20 = 
Three weeks ending 10. & 40. 


ii T svisi f AY resnisation of the 
Ministry of Supply. The revision of the area Organisa ae. 
Herr of Supply has been completed. The industrial Anse. RO anes 
are to be strengthened by the addition of leading industrialists 
and trade unionists. Each Area Board which has aitherto consisted 
of the official area reprecentatives of the Ministries of Labour, 
Supply, Aircraft Prodiction, the Admiralty and the Board of Trace s 
will have in addition three industrialists and three trade union _ 
representatives. The Chairman and Deputy Chairman will be elected 
from-these representatives. 


The existing Area Advisory Committees will not be dissolved 
put will be called together from time to time by the Chairmen of 
the Board and will act as a consultative committee on engineering 
matters. 


Though official members of the Area Boards will remain 
responsible to their own Gepartinents, the Boards in their corporate 
capacity will be responsible directly to the Industrial Cepacity 
Committee of the Production Council (Chairman Mr. MacMillan, Parlia- 
mentary Secretary to the Ministry of Supply). 


There are tuerefore now two Area Organisations in existence; 
the Labour Supply Boards with their advisory Labour Supply Committees 
and the Industrial Area Board with the Area Advisory Committees. 
There is some confusion in view of the statement of the Minister of 
Labour that "They (tne Divisional Controllers) will be the chairmen 
of the Area Boards previously appointed by the Minister of Supply 
and now placed under the general control of the Minister of Labour". 
There would seem to be an equation :- 

Industrial Area Board = Labour Supply Board + 3 industrialists 
+ 3 trade unionists. 
If this is correct it might be that the single industrial committce 
could deal to greater acvantaze with both man-power and plant 
capacity. In practice, co-ordination might be better achieved area 
by area as well as through decisions tsken at headquarters. 


Rationing and Consumption. 
Meat. 

The ration of beef, veal, mutton and lamb was 1s.10d. per 
head weekly, except that it was halved for children under 7 years. 
The essential information was given for i148 families, including 700 
persons, or 636% whole rations. The whole amount spent on rationed 
meat was, however, only 55% of that allowed; but considerable quan- 
tities of unrationed meat and fish were bought, and when bacon and 
ham are also included the whole expenditure on the group was 114% of 
the sun allowed for the rationed meat. Rationed meat was too dear 
for many housewives, and cooked meat, needing no fuel and leaving 
no waste, was found to be more economical. 


Bacon. 

Bacon was partly rationed at 8 ounces weekly per head. 
There was no sufficient differentiation in the budgets between 
rationed and unrationed bacon, md we can only state the expenditure 
on all kinds of bacon and ham by the 148 families included in the 
previous paragraph, of whom 18, in fact, bought none. Taking 
1s.6zd. as the average price of bacon, the amount consumed by the 
148 families averaged only 2.7 ounces per head per week; that is 
tne consumption of bacon of all kinds was only one-third df the 
ration. Naturally there was great variation among the families, 
and this can be exhibited as in the following table. Here the ex- 
penditure on rationed meut is expressed as a percentage of the. amount 
allowed, and the families are distributed according to these percen- 
tages. In the last column the whole expenditure on the group con- 
taining meat of all kinds, bacon, ham and fish, is expressed again 


Tures weeks ending 10. 8. 40. 


as a percentage of the rationed allowance of ment only, and the 
distribution of the families’ is again shown. 


Tabet. 
Wamilies Grounea According to their Expenditure 
Me ey — a 
nvag> of BXPECNIALtUre O71 
Ration. Retioged heat. Akl. Meat, bacon & fish. 


Noumksr of Families 


Uncer 20 5 ie 
2¢ 52 A 
40 44. Ns 
20 ag 15 
at 24 a 

409 4Q1 2C 

120 : 17 

140 - 26 

i60 - 44. 

189 - g 

20C or more - 5 

143 448 


Thus only 10 of the families beugh* their full allowance of 
r&tioned meat. In 5 of tre fomiiics the whele expenditure on meat, 
bacon and fish of all kinds was as mach as twice (200%) of their 
allowance of rationed neat. 


Butter ¢-: Fat. 
: The butter ration was 8 ounces ver heed in Wave in £205 
wnly a small minority of the fo»ilies for whi: the returns are 
definite hought their whole vatien, en? ¢ waS rather less 
than half. 


4s the ration now introduced is - ounces weskly per head for 
all fats, it is useful to show the avera and Cistribution of the 
Guantities bought in Mcy. 

Averege per head. 


Butte 3-9 ounces 
Margarine 4.0 aM 
Fats 2.7 " 
Together 10.6 wy 


The new ration therefore is only three-quarters of the May 
averase, and in fact necessitates a reduction for Poy of the 
families for which there is information. 


Table II. ‘ 
Families grouped according to the quantity of butter 
etc. bought. 


Pércentage of Quantities of 
Butter Ration. Butter. Butter,Margarine, Lard, etc. 
Number of Families. 
Under 20 21 - 
20 27 - 
40 40 oe 
60 32 17 
80 ar 18 
100 - 25 
120 oi 18 
140 - 23 
160 - 19 
4180 - 12 
200 or over - a. 
Total 147 147 


a 
4 Over 100 & Under 49. f 


Three weeks ending 10. 8, 40. 


Tea. 
The average consumption of tea for those families which 


showed the quantities was 2.15 ounces weekly per head. In this 
average are included two families which bought no tea that week, 
which can be balanced against any that laid in a larger stock than 
they used. The average is thus 8% higher than the ration now 
introduced. Actually of 146 families, 56 bought less than 2 ounces 
per head, 90 two ounces or more, and 26 bought three ounces or more. 
It seems that the per csnita consumption increases regularly as the 
proportion of adults to children in the femily increases. 


Though the enquiry was initiated and directed from the 
Institute of Statistics, the actual collection was organised and 
carried out in the scattered districts, and its success depended 
entirely on the ungrudging help of many persons already busily 
occupied. The task of persuading housewives to keep accounts and 
their supervision is by no means an easy one, and the Institute is 
very grateful to all those who co-operated with it. 
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1. Mr, Bowen and Mr.Worswick, in the first of two articles, anslyxe 
the purpose of the Prices of Goods Act and discuss the results 


of complaints meade against aliesed profiteering. In the 
second article, which will appear in Bulletin No.7, the prinein-- 


yles of administration followed by a local Price Regulation Yo 
mittee will be discussed in detail, together with the econowic 
effeots of their policy: 


2. Professor Bowley and Miss Schulz analyse the dietary shown in 
their Working-Class Budget material, and present someintcresting 
results on the relative expenditure on food in different 
working-class income groups. They give also an analysis of 
the composition of the families in the different food-expendi- 
ture groups. me ; 


3. Mr.Kalecki gives a supplement to his article of Vol,2 No.5. 
In accordance with new information he has amended the basic 
figures entering into his equation between the Wage-bill and 
Coin and Note Circulation; the estimates of the current Wage- 
Bill and Employment remain unaffected. He also establishes 
a good agreement between his estimate of the Wageé-bill and the 
results of the sample Wages-bill enquiry recently published in 
the Economic Journal. “prea . es 


4. The Diary includes a note on recent methods of financing the 
deficit, and a note on the decline in tin prices. 


5. The organisers of the Export Drive have been faced with unfore-- 
seen problems in view of what may be euphomigtically termea 
political developments; methods adopted to foster the Export 
Trade are briefly reviewed in this Note. 
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NOTICE TO SUBSCRIBERS. ; 

The cost of this and future issueé of the Bulletin will ce i/-, 
copies may be obtained direct from the Editor of the Bulletin. 
Institute of Statistics, Bodleian Library Extension, Oxford. Syo- 
seribers are asked if possible to place orders for the next five 
issues in advance. There are still available a few back numuccs 
of Vol: I of the Bulletin, 21 numbers of which were issued betweor 
Nov.25th 1939 and May 31st 1940. Back numbers of either Vol: {% »%%¢ 
Vol: II of the Bulletin will be supplied at 2/- a copy for full- 
length numbers, or 8d a copy for numbers consisting of the Diary 
only. An index of articles in the back numbers may be obtained 
from the Editor. 
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THE PRICKSOF GOODS ACT. PART i. 


Purpose of the Act. 


The Pricesof Goods Act 1939, 2 and 3, Geo.6, Ch.118, is 
a long document, but the principle of the Act is set out with 
reasonable brevity in the preamble. This describes it as "An 
Act to prevent the price of goods of such descriptions as may be 
specified by the Board of Trade being raised above a basic price 
for those goods by more than an amount referable to increases in 
certain specified expenses and for purposes consequential thereon 
and incidental thereto”. 


"Prices:of Goods of such descriptions......" All com- 
modities are now divided into two categories: Price Regulated 
Goods to which the Act is formally applicable, and Non-Price 
Regulated Goods. Price Regulation Committees are willing to con- 
sider complaints relating to Non-Price Regulated Goods; in such 
cases they have no power to advise a prosecution, but they may 
(a) admonish the traders, and (b) request the Central Price Regu- 
lation Committee to consider placing the goods in question on the 
Price Regulated list. Their interference with Non-Price Regu- 
Jated Goods has sometimes been protested against as ultra vires; 
fet although their proper concern would appear to be to look after 
Goods classified as Price Regulated the majority of complaints 
have referred to #on-Pride Regulated Goods. 


Price Regulated Goods have been defined in two Orders made 
by the Board of Trade; the first Order, of December 1939, listed 
a large number of goods in common consumption among the poorer 
classes, and included only the cheaper types of each commodity. 
The second Order, of May 1940, substituted a far wider list, and 
the limitation to the cheaper qualities was abrogated. Thus 
under the December Order a Man's Suit was Price-Regulated only if 
it (befcre the wery) cost less than £4.5.0d; now all suits are 
price-regulated. — 


Non-Price Regulated Goods may simply be defined as those 
not included in Price-Regulated categories. 


The basic price for any good is that which for any parti- 
cular shop or business was operative on August 21st 1939. To 
this basic price may be added a "permitted increase", one which 
is reasonably justified by increases or changes in one or all of 
the items in an accompanying schedule. These items include cu ste 
of materials and of labour, overhead costs, and consideration of 
"the total volume of the business over which the overhead expenses 
thereof fall to be spread", 


This last item is one of the best escape clauses provided 
for any firm accused of a breach of the Act. If the business was 
not in existence on August 21st 1939, or the particular good not 
on sale at that date, the Board of Trade is allowed to use its 
discretion in choosing a similar business or an alternative date 
as the basis of comparison. In cases of reduction of turnover 
consequent upon the Limitation of Supplies Order it is clear that 
the escape-clause would be likely to operate. The clause is 
typical of a fundamental principle underlying the Act, that exces- 
sive prices are to be defined as prices excessive when all special 
relevant circumstances of the supplier's condition have been taken 
into account. Indeed the supplier can plead successfully almost 
any change of his own circumstances. 


The Board of Trade may, however, on the representation of 
trade interests, fix either a “permitted price" (a maximum) or a 
basic price and a definite percentage as the maximum permitted in- 
crease. A permitted price, in one or other of these senses, has 


x 
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already been fixed for a number of well-known branded zoods, 
chiefly hosiery, underwear and shirts, in three Orders of May 

and qune 1940, In such cases as these the principle of "rele- 
vant circumstances" of the retailer is laid aside; one imnortant 
escape~clause is removed; and the Act is far easier to administer. 


The object of the Bill may thus, in general, be defined 
as the prevention of the net profit per article rising above its 
pre-war value for any business, wholesale or retail. Prices may 
rise, but only so far es may be justified by reference to rises 
in costs. Net profit per article mst not rise, although the 
Act does not concern itself with the rise or full of total profits 
in each business. The First Schedule of the Act sets out the 
items of cost, an increase in which justifies a rise of price. 


Thus, despite its considerateness towards "relevant cir- 
cumstances”, the Act cuts directly e-~.ss normal trading practice. 
Normally gross profit is calculated from the final selling-price 
on a percentage basis; the retailer us.ally takes 334% and the 


wholesaler 20% of the retail selling price. Since December 1939 
the calculation of gross profit in this way may involve, and very 
often has involved, an infringement of the Act. What must be 


pdone now in the case of an increase of cost is to take the price 
Of August 1939 and add any such increase. Thus the profit as a 
percentage of the sellinz-price must tend to fall. 


Critics of the Act, and indeed some of its very sponsors, 
have pointed out that it cannot work very effectively in its 
present form; this was regarded as a merit by those who thought 
that prices should be left to find their own level, but that the 
public demand to limit profiteering must be satisfied. How far 
in practice the Act has failed to achieve even its limited 
objectives may be indicated by a study of the procedure and the 
results of cases that have arisen. 


Machinery of Administration. 


The Pric@of Goods Act is administered by a Central Price 
Regulation Committée and seventeen Local Price Regulation Commit- 
tees. These local Committees may be further sub-divided to deal 
with particular types of good. Action must usually be initiated 
by a member of the public, since the Government does not employ 
inspectors. Circulars and posters have been distributed giving 
instructions what to do if it is desired to make a complaint. 
They are:- 

(1) State your name and address 


(2) Describe carefully the article about the price 
of which you complain 


(3) Give the name and address of the shop or other 
place where the article was sold, or offered for 


sale, and the price 


(4) If you bougnt the article send if possible a 
receipt or invoice 


(5) If you can, state the price you paid for a similar 
article before the war, and where you bought it, 
and send if possible a receipt or invoice. 


A housewife may complain that she was charged too mech for soap 
(say). The Committse acknowledge the complaint, and if she has 
not already done so, request the housewife to forward if possible 
an invoice for the war-time sale, and again if possible one for 
a pre-war sale. Whetber or not this material is available, the 
Committee notifies the #hopkeeper that the Complaint has been maao 
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asks whether he agrees that the facts as stated by the housewife 
are correct, and, assuming them to be so, whet reasons he may 
choose to give to account for the present price of the soap. In 
particular he is asked to send invoices to show the cost of soap 
to him now and on August. 21st 1939. If the retail selling prices 
at the two dates were in fact different he is asked to account 

for this difference in terms of costs. In cases where the 
wholesale price has risen the investigation is carried back to 

the wholesaler and sometimes to the manufacturer or importer. 


When all the relevant material has been collected there 
are three courses apen to the Committee. They may decide that 
the present price does not exceed the basic price plus the per- 
mitted increase; or they may agree that a prima facie case has 
been made but that there is insufficient evidence for a prosecutio 
in which case they may issue a reprimand to the firm, drawing 
attention to the particular infringement and warning them against 
ea future offence. Finally the Committee may decide that a pro- 
secution should be instituted against the alleged offender. In 
such a case the recommendation is passed on to the Central Price 
Regulation Committce, which re-examines the whole case; if it 
endorses the Local Coumittee's findings the Board of Trade then 
institutes proceedings. 


Up to June 8th 1940, 876 complaints concerning Price 
Regulated Goods and 1612 concerning Non-Price Regulated Goods had 
been made. The number of prosecutions reported up to July 30th 
was 17 anda conviction was secured in all but four. There is 
thus less than one prosecution to every 50 complaints concerning 
Price Regulated Goods. The number of reprimands made by Local 
Price Regulation Committees has not been published, but in the 
third section of this article an analysis is made of cases dealt 
with by one Local Committee, and the number of reprimands will be 
included. 3 


In view of the scope of the Act the total number of con- 

plaints is small; in fact, of the 876 complaints concerning Price 
_ Regulated Goods 647 were classed under "Electric Torches and 
accessories thereof", leaving only 229 complaints among all other 
Price Regulated Goods. Since retail prices of many articles havc 
risen at least 30%-40% since the war began it is difficult to be-: 
lieve that this figure represents, not the amount of excessive 
charging which exists, but the amount of excessive charging which 
the public believes to exist. 


The explanation lies in the poor publicity which has been given 

to the Act, the difficulty of obtaining invoices, and the rather 
frigid formality of the administration. The original Notice was 
posted on official notice-boards and some Committees 

leaflets, but both leaflets and posters were quite Socipienicae 
attractive. It is encouraging that one committee is considering 
a striking poster which will draw attention to the existence of ° 
the Local Price Reculation Committee. The keeping of invoices 

or receipts is not a habit of housewives, certainly not for a year 
or more, and it was a psychological mistake to mention them in the 
notices, even though it was made quite clear that they were not 
necessary. Finaliy in its administration of the Act "The Govern- 
ment.eees.eceis relying unon the assistance of the publics..." 

The public is very often not too well educated, and extremely 
formal letters to some complainants have not been encouraging to 

a poor man with a legitimate grievance. Since the number of ccr- 
plaints is small, (sometimes a Committee would have only one in a 
whole week) it would be quite possible for a member of the Comni.- 
tee staff to investigate the charge personally and relieve the 
member of the public of the often unpleasant business of bringi»s 
, & formal charge against a local retailer, should he so wish. , 
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In one case, for example, a complainant was asked "to obtain from 
the Chemist a written indication that he is prepared to sell the 
same torch at 6/11", A visit from one of the Committee staff 
would have saved correspondence and would also have obtained the 
information. 

(To be concluded). 


WORKING CLASS BUDGETS: ANALYSIS OF DIETARY. 


The 463. udedts of working class families collected by us 
in May, 1940, showed an Rverage weekly expenditure on food of 
9.3 shillings per "man", _ The average expendittne..of . the lower 
quartile of the total appeared as 7.9 shillings, and that of the. 
upper quartile a8 11.5 .shillings. In order to’ éxhibit: in. detail 
the relative expenditure on different foods and thejnutriment oB=: 
tained, we chosé a-mumber of budgets whére' ‘tite ° expenditure per. 
"man" was in the neighbourhood.(within about 5d) of these amounts, © 
and averaged them, so. that the Table armexed_shows the standard 
reached at oe average ahd at each quartile. 


‘The Pabbe algo | gives some supplementary dati, derived fven: - 

other budget! enquiries. ~The data in columns a, b, c, and A, B,C! 
refer to the consumption of food ds “shewn.in the budgets of our - 
average, lower quartile and upper quartile groups respectively.’ 
The data in columns D and @ are derived from budgets of old-age... 
pensioners and hguseholds supported by: public assistance in oxfore 
collected by us at the end. of April and the beginning. of May 19495. 
Column D represents 15 households~r»..uported by public: assistance; 
they comprisé¢ 68 persons. Column iz reflects the relative expen- 

diture on food of 9 houseHolds of “ct d-age pensioners; ‘consisting 
of nine women arid three men. Column F is based on an average. 
expenditure on food of 9 shillings per head as calculated. in™ Be 
by Sir John-Orr’, and column G on the "weights" used for the-;; 
several foodstuffs in: the Ministry of Labour's ‘cost~of...iving ° 
index. The cost ef living index ofthe Ministry of Labour ‘oe 
not, however, make any allowance. for expenditure on, fruit, veg 
tables, and sundries, which in our budgets:.account for from: 4B. 6% 
to 20.5% of the total expénditure on food. Hence the. Figuyes. in 
column ~G can:only be compared directly with those in the préceding 
six columns if they. are pteduced, ‘by-between one-fifth and onér. : 
seventh.. nes 


1 The scale applied for calculating fhe: “~man". value is iets. adult, 
from 16 to under 65 years, 1+00;. female adult, "0. 853 hoy from 
14 to under 16 years, 0.85; girl from 14 to under 16 years, 0.80; 
Children: from O to under 3 years, 0.33; from 3 to under 6 years, 
0.50; from 6 to under 10 years, O. 60; from 10 to under 14 years, 


0.70. 


2 Budgets averaged. Persons in- 
* E : cluded. 
For the average: - Stal Sey 84 
For the lower quartile } an 84 
For the upper quartile cuits) Oa in 64 


3 Sir John Boyd Orr, Boge. Health arid 1 Income’ -{Macmi}en ’ & Coe 91936) 
p67 5 


GuNoumi TION OF ALD RILATIVG DXSENDL URS Ol DIF SDRET i fiDS Cz' FOQDSTUPES. 


———$ 


Gintities Consuued per 


total expendi ture on Food 


{ Protein Man" per week. 
Calo ries % Unit. .VErage Lower Upper 
per unit{[per unit], Quartile guartile 
LQTS MAMAN AN 6 AU M4 6 TN A WC ABR, 
4,000. i fees 1b. ; 
2) 685 10.5 1b. ., 
i Oo 
400 . 15.0 Mor 19.0 8 2.0 
2,055) Teil *, 1b. 2 die? 2.6 5 Zo 
ho6 . 4.0 {Pint AS ‘ea 7 i 
3.68 8.4.7 10.4, 9.0 9.4 
ho6 h.O {Pint 0.267 : 4.9 1.6 1.2 1.8 
hOS f- 4.O |Pint. 0.45 0.9, 0.7 Q.5 free 
3,605 5 1.9 ALS 6.03 49 Hc, 5sD Seif. 2 
3,605 “ aujoye 6,071 2elb Ti9 2,6 Dell Ti 
4, 220 - lb. 8 DPala le. > By, eee sr a 1.6 4 
2,200 - ahoy, 02.13.39 5.08 bale 44 Bee 5.1 6 
4,200 - lb. ; Oz. 4.07 Geer 2.0 2.5 275 ye Pes’ 
2,214 1844 ‘Ib, [0z. 0.49 0.2 0.5 0.8 0.2 incl, in 
: bie " sundries 
Agee 9,2 Lb, }i st 02.53-73}0z. 64.93 525 O50 7.9 ag 5 a 
4,650 14.4 1b. N | Ove o ane 17657 ett oan 150 24 CPs 
Af ES eee eer lb. {Cereals. loz. 4.53 A 35 some a WAS) sie eo in 
i Peabread,| - : summaries 
4,225 9.2 ‘Ib, |Cake,Bis4 oz. 5.97|0z. 5.23 4 1.1 
310 2.2 Lb. }Po 3 | 02.69.22 63.87 5. 
7.3 


= - = rea. oz. 2.53 2.06 


Weighted Average]: —: 
of Total Group. : 


9 i 
8 
6 
eh 
T: 
0 


4 Including pork (unretioned), ‘sausages — cooked meats. 
2 One-third of a pint for +4. 

3 Including expenditure :on coffee. 

qe Including dried fruit, and ‘tinned fruit and wicetnied: 


al 


As the columns a, b, c, and A, B, C, D, E deal with 
consumption per "man", it is desirable to know the average “man" 
-value per person in each of the columne: 


Average “man" value per person. 


Group A B C D E 
0.77 O. 76 0.78 0.70 0. 80 


As far as our main budget enquiry is concerned (groups 
A, B, and C) it would have made little difference had we compared 
relative consumption per head instead of per 'man". The house- 
holds on public assistance (group D) show, however, a distinctly 
lower "man" value per head, while the "man" value (0.80) adopted 
by us for the old-age pensioners ip group E results in a relatively 
higher "man" value for this group. 


The average total expenditure on food per "man" per week 
was found to be as follows: 


Expenditure on food per "man" per week: 
C 


Group A B D E 
Pence P08 94 135 79 440 


Sir John Orr's budgets of 1934 gave an average expenditure 
of 9 shillings weekly per head, corresponding to about 11.7 
wghillings per "man". At present prices these figures would be 
roughly 10.8 shillings per head and +4 shillings per "man". But 
although the expenditure to which the data in column F refer is 
thus well above our upper quartile, they can be usefully compared 
with those in column C. 

@ 

The standard-of nutrition obtained from the foods con- 
sumed by the families in the several groups is indicated in the 
next table: : 
i Average intake of calories and protein 


per "man" per day: 


Group A B C D 2 E 
Calories 3,000 2,751 3,546 2,550 3 100° 
Protein, 


> Total Bet OZ»  2Bs9 0z- 42002 2.9 07% 35 02-9” 
Animal- Pro- ‘ 


tein as &% 
of Total 3 egahe 
Protein 44% 45% 523% ABS AT, 


The average energy value per "man" of the foods consumed by 
the households in the average group (A) corresponds to what is as 
a rule considered the daily minimum requirement of calory intake. 
fue average consumption of the lower quartile group falls short of 
#8 vy about 8%, and the average consumption of the households on 
public assistance by about 15% 


4 We gave to an old-age pensioner living in a household of her own 
a "man" value of 0.80, snd to an old couple a "man" value of 1.60. 
This is rather more than what is as a rule considered the appro- 
priate "weight" for measuring the relative requirement of 
calories for old people. Allowance must, however, be made for 
the relatively larger amount of unavoidable waste due to buying 
and catering on a small scale. The greater expensiveness of 
such housekeeping, as compared with housekeeping for a large 
family, is reflected in the figures of the next paragraph. The 
sample represented by group E is, of course, very small; but a 
weekly expenditure on food of 9/4d per old-age pensioner seems 
quite reasonable. 


2 In round figures. 
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As to the minimum amount of protein needed per person per 
day opinions differ widely. Hae SYSi5 however, generally agreed that 
the growing body of a child necds for its building up a substan- 
tially higher percentage of protein than the body of an adult for 
its maintenance. We adopt the minimum requirements as defined 
py Stiebeling, viz: 75 grams of protein per day for an adult woman, 
67 grams for an adult man, and 45 to 75 grams for children accor- 
ding to age. This is of course a different scale than that for 
calories, and results in relatively greater needs-for protein 


foods when there are children in the household. The everage 
protein requirements per head for the families of ours udget ‘ 
enquiries are approximately 2.40 oz. (68 grams) per days This 


can be compared with the actual protein intake of the five groups: 


Protein Intake per Head per Day. 
A 3B Cc D E 


O58 OF (Se LO OZMaoateOzsy GelOS Oman sO ONOs. 


Thus there are definite deficiencies in the protein intake of group 
B and group D, the intake of the latter falling short by about 
one-sixth of the standard requirement. It should not, however, 

be overlooked that the percentage of first-class animal protein 

is relatively high for all groups, and that this may to some 

extent counterbalance the shortage of total protein intake. 


F It will be seen that although the average expenditure ‘on 
food by the people in group D amounts to only 83%, end their 
average intake of calories tuo about 937% of that of the households 
in group B, their average intake per man‘. of all protein as well 
as of animal protein was about identical. This is due to the 
fact that substantial quantities of free milk were allowed to the 

“households on public assistance. To the 102 pints of fresh and 
approximately 13.5 pints of tinned milk which were bought per week 
by the households in group D, 120.5 pints of free milk must be 
added. This makes the average total consumption of milk per head 
per day in this group about half e pint, which is as much as the 

“ average consumption of milk in our wpper quartile group. 


sé As mili is-a particularly important food for children it 
“is, of course, more interesting to consider its consumption per 
head than per man", The same applies to the consumption of fruit 
and vegetables, which supply the growing body of the child with 
essential vitamins and minerals, The composition of this latter 
group is, however, so complex that only expenditure per head can 
here be considered. 


Consumption per head per week of milk, fruit 
and vegetables. 

Group A B Cc D E F 
Milk,fresh, ; 
pints 2.49 2.59 3.21 3.27 3.68 31 

Milk, tinned, 
pints 0.27 0.25 0,20 0.20 0.25 0.5 

_ Fruit and 

Vegetables, 

pence 9.7 6.9 14.8 Ae ; 6.2. 13.6 


1 It is difficult to pronounce on the potential effects of the 
present milk scheme on the standard of nutrition of the families 
represented in groups A, B and C. The actual number of childven 
under 5 years is very small in our sample. From the whole age 
structure of the three groups discussed further below we may, 
however, take it that there is some probability that the familios 
who spend least on food may not be those which benefit most Joy D sh 
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For families with small incomes fruit and vegetables are 
"luxuries", unless they can be bought very cheaply, and, as the 
above table shows, average consumption of these foods per head 
per day by the families with the lowest exvenditure on food was 
infinitesimal. But even an average expenditure of 2 pence per 
head ver day, as shown for our upper quartile group, represents 
only a very small quantity at a time when one orange or banana 
cost 2 pence, a pound of cabbage 4 pence, and a pound of tomatoes 
between 1/6d and 1/8d. Hence it seems probable that most of the 
diets of the people from whom we obtained budgets were deficient 
in essential vitamins and minerals. 


Turning back to the analysis of consumption given in our 
main table, it will be found that there is some variation between 
the groups A, B, C, D, E in the quantities of sugar consumed per 
head. There is, however, no indication that any of. the house- 
holds actually bought less or more than their sugar ration. The 
budgets represented in groups A,B, and C happened to be collected 
at a time when the sugar ration was reduced from three-quarters 
of a pound per head to half-a-nound per head. A number of those 
families which pay their grocery accounts weekly had, conseauently, 
an actual expenditure on sugar referring to a consumption of 14 
lbs. in two weeks, while all those which paid for their purchases 
at once put down the expenditure for their correct sugar ration 
of three-quarters of a pound for the first and half a pound for 
the second week. 


It is somewhat surprising to find that the households in 
the lower quartile group (B) consumed not only relatively but also 
absolutely more butter than the households in the average group 
and in the upper quertile group. It seems that as regards group 
B, bread and butter becomes in part a substitute for bread and 
margarine plus some addition from the meat and fish group, It 
is, however, worth noting that - as will be seen further below - 
the percentage of adult males in this group is considerablix. smaller 
than the percentages in the average and in the upper quartile groun 
This may supply some explanation for the preference for bread and 
butter, and, perhaps, also for the fact that the total quantity of 
fats conswaed per “man" is lowest for this group. 


As some of our budgets come from parts of the country 
where it is still the rule to bake the bread for the fitmily at 
home, consumption of bread and flour have to be considered in- 
conjunction. Here again, lowest total consumption is found in 
the lower quartile group, and highest total consumption in the 
upper quartile group. As regards the latter group, increased 
consumption of bread and flour is accompanied by a relatively low 
consumption of potatoes. 4£t the time of our budget enquiry old 
potatoes were a cheap food, new potatoes (at 4d. a pound) a luxury. 


In considering expenditure on meat and fish we have to 
take account of some that is included in tne Table under "sundries" 
(such as meat pies, fricd and tinned fish, and fish and meat 
pastes). The percentage expenditure on all meat and fish is found 
to be 27.6% for groun A, 23.7% for group B, and 28.5% for group C. 
That. is, the proportion as well as the absolute amount spent on 
these goods rises with total food expenditure. The relative ex~ 
penditure on meat and fish included in “sundries" is lowest for - 
the average group (1.c#%); for the lower quartile group it was 2... 
and for the upper quartile group 2.5%. The households in the 
lower quartile group seem to spend this proportion largely on chen 
meat pies, while the households 19 the two other groups buy mere 
and fish pastes, and tinned fish. ; 


4 Consumption of rationed meat only was eS eh PL 


Group . 55 = 
Rationed meat bought: 
as % of ration allowed 57.0 33.5 63.8 
as % of total expenditure on food 15.3 9.7 12:6 


= Oue 


As has already been pointed out, the relative "man" value 
per person differs little for the three groups A,B, and Cc. : In 
spite of this, their composition as to age and sex shows some 
interesting variations. ee 


Age Composition of Groups A, - B, and Cc. 


A Cc. 
I. Adult Male earners, 16-under 65 25.0% 1$40% 28.1% 
oS en Be ees 
Adult Female earners,16-under 65 4,8% 10. 7% 9.4% 
Juvenile earners, 14-under 16, male 0. 0% 3.6% 4.6% 
“. \ " female 2.4% 4.8% 4.6 .% 
II. Female & Juvenile earners 7.2% 19.1% 12:6% 


2 ee pare eee <2 Bak see eee eee 
III. Adult female non-earners,16-under 65 21.4% 16.7% 18.7% 


a = nS OE ee eee eee 
IV. Children over 10 47, 9% 20, 2% 14.1% 
Children, 5 - under 10 21.4% 19.0% 18.7% 
’ O - under 5 7.1% 6.0% 7. 8% 
Ve. Children, O - under 10 28.5% 25.0% 26.5% 
I and II together (earners) 32.2% 38.1% 40.7% 
LT 21.4% 16.7% 18.7% 
IV and V together (children) 46.4% 45.2% 40.6% 
400.0% 100.0% - 100.0% 

Average number of persons in family Seb S veG 4 


The lower quartile group thus shows the largest’ propor- 
tion of female and juvenile earners, and also the largest pro- 
portion of children over ten years of age. Compared with the 
percentage figures in group A and group C the proportion of adult 
male earners in group B is strikingly low. The families who 
spent the largest amounts on food - group C - contain, as might 
be expected, the highest percentage of male earners, while their 
percentage of children over 10 years is the lowest of the three 
groups. ' In group C also four out of 16 housewives were earners, 
while in both group A and group C all the housewives. were non- 


earners. 
A. Le Bowley. 
T. Schulz. 


WAGE BILL AND CASH CIRCULATION. 


A Supplement, 


4. In the article under this heading published in the 
last Bulletin I tried to establish a correlation between the 
wage bill and the circulation of coin and notes and to apply 
it to the estimate of the present volume of employment. It 
has been indicated to me since that the series of circulation 
of coin and notes require certain corrections, and this has. 
made desirable a revision of the calculation in question. 

As will be seen, however, this revision leaves almost unaf- 
fected the estimate of the present level of wage bill and 
employment. In the meantime there has been,published another 
estimate of these based on a sample aE We compare it 
with ours at the end of this note. 


4. Changes in Wage Rates and Earnings in 1939-1940, Economic 
Journal, June-September 1940. 
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2 The first correction relates to the amount of coin held 
by banks which it is necessary to deduct from the total coin cir- 
culation, in order to obtain that outside banks, This amount is 
given in the Annual Report of the Deputy Master of the Royal Mint 
for the last day of June: thus in various years it is a different 
day of the week, and this affects to a certain extent the figures 
in question, because the amovnt of coin held by banks fluctuates 
during the week, reaching its top on Thursday and its bottom on 
Saturday, I tried to eliminate these "seasonal" variations, and 
thus arrived at a new series for coin circulation, C4, given below 
in Table I'. 


_ As to the circulation of notes outside banks, this was 
affected in the period after 1935 by foreign hoarding, which fac- 
tor should be eliminated before correlating wage bill with cash 
circulation, The foreign hoarding is reflected in a brusque rise 
in the quantity of notes of higher denomination after 1935. It 
is on this basis that we estimated the deductions to be made: 

4936 - £mill.15, 1937 - £mill.30, 1938 - £mill.30. The series Co 
thus obtained is given in Table 1%, 


3.The correlation between W (= employment x wage rate) and 
C4 and Co is still close but much less so than that in the original 
article. The latter has proved "too good to be true". Since W 
is but an imperfect symptom of cash paid income it could be hoped 
that the\correlation with the cash circulation might become closer 
if some improvement were brought about in this respect. This was 
done by allowing for unemploynent benefit the amount of which is 
small as compared with the wage- and small salary-bill, but fluc- 
-Guates violently. In Table I unemployment benefit is expressed 
as a percentage of wage- and small salary-bill in 1929. By 
adding this series to W the series denoted by W, is obtained. 
This has been correlated with C4 and Co. The regression equation 
Bs 
‘ W, = 2.5C4 + 0.138Cg - 69. 


AS may be seen from the Table the correlation is quite 
Satisfactory, the deviation only once reaching 3%°. 


4 This was done as follows. The amounts of coin held by the banks 
at the end of June in the years 1925-38 were divided by the June 
averages of cash (coin and notes) held by London Clearing Banks 
(as given in their monthly returns for June). In this way the 
‘non seasonal" factor was partly eliminated and the "seasonal" 
factor stressed. The ratios corresponding to years with the 
same erbd-of=June day were averaged, and the indices of "seasonal 
variation" were assumed to be proportionate to these six averages. 

' Finally in order to obtain an estimate of the yearly averages of 
coin ‘held by banks the original ratios of coin held by banks at 
the end of June to June averages of cash held: by Clearing Banks 
were divided by the indices of “seasonal variations" and multi- 
plied by the yearly averages of cash held by Clearing Banks. 


s compared with the corresponding series in 
7 ios trie ath ire or adele aa to changes in the Ga circulation, 
C4. -(Co is obtained as the difference between total net cash 
elroulation and C4). 
3 If W is correlated with Cy and Cg the maximum deviation appears 
to be 4. 5% 3 


regression 
equation. 


smali salarve j f average 
pedals um FOO. 2 
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We, =W + <1 
‘ 


of Wage- ond & Mill. 3 
929=100 |: 


is 


1929 400 ie 5 ' 4108, §° 
1930 4 Ge.5 &§5 
1934 5,5 95.5 g5 
1932 5.5 94..5 44 
1933 5 95.5 44 
1934 4,5 404 5 
1935 4,5 105 iS) 
1936 4 112.5 fo 
1937 4 122.5 45 
1938 4.5 125.5 WS 
t 


4. We are going now to use our formula to calculate W in the 
first half of 1959 and 1940. The amount of coin held by banks 
calculated by the method mentioned above has been in the last few 
years very close to 17% of the cash (coin and notes) of the London 
Clearing Banks. Applying this percentage to their cash in the 
first half of 1939 ana 1940 we obtgin £mill.20.5 and 22.5 respec- 
tively.“ With the total coin eigéulation in this period of 
émill.79.7 and 85.7 we obtain for Cy in round figures £mill.59 and 
63. The net note circuiaticn Co is obtained by Geducting from the 
total cash circulation the voin circulation Cy and the estimated 
amount of foreign nosrds in 1938 (i.e. £mill.30) which gives 
€£mill.372 and 422 respectively. in Table II we compare the 
actual W in the first hait of 1933 and a guess of W in the first 
half of 1940 (see the original article, p-5) with W obtained by 
means of our regression equation. (We calculate by means of it 
W, and then deduct unemployment benefit). It must be added that 
on the basis of complete data on wage rates the index in the first 
half of 1940 is not 118 as given in the original article, but 119. 


Table If. 


irst 
irst 


; 6. According to the abova figures the rise in the average 
volume of employment (inclusive of overtime) in the first half of 
1940 as compared with the same period of 1939 was about 6% and 
that in W - 15%. The sample enquiry mentioned above gives for 
the increase in wage bill between March 1939 and March 1940 - 20.5 
per cent. It follows, however, from a remark on p.190,(Econonic 
Journal, June-September) that if the industries represented in +he 
sample were given weights preportionate to the total numbers of 


-1 Approximate. 


2 In the original article we used for this purpose the ratio cf 
coin held by basks to cash held by all banks. In the latter 
figure, however, the cover for Scottish and Irish note issues 
pg ad and therefore the present method seems more reascn- 
adle. 


3 Wage~- and small salary-bill 1929 = 100. 
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operatives employed in them this re le would be reduced to 19 
per cent. The difference of 3.5% (#12 = 103.5) between this 
result and the percentage increase btained for W may be easily 
accounted for by the following factors: (i) the sample enquiry 
embraced only operatives; however W.is the product of insured em- 
ployment x wage rate in the former being included also the insured 
Salary earners the employment of whom is likely to have increased 
less than that of operatives; (ii) the sample enquiry seems not to 
include building and some other industries whose employment is 
likely to have expanded less than in the branches represented in 
it. Taking this into consideration the agreement between the 
results of the two enquiries may be considered satisfactory. 


M. Kalecki. 


DIARY. Three Weeks ending 31.8.40, 


Foreign Exchange & Trade Policy. 

Prohibition of the import of Banknotes. The conquest by the 
Nazis of Western Europe, where sterling banknotes have been. 
hoarded in large amounts during the last few years, at last moved 
the Treasury to extend somewhat further the system of exchange 
control by prohibiting the import of banknotes into the United 
Kingdom except from Eire (August 21st, 1940). -Bona fide holders 
abroad were granted permission to se} their notes to appointed 
banks which possess spéc:.al accounts with British banks. This 
concession is valid only for a short period varying with the dis- 
tance of the country. the Eire and the Indian Governments have 
each issued an order prohibiting the import of Bank of England 
notes except directly from the United Kingdom. ~ Similar measures 
will be taken by the other members of the sterling block. An 
exemption on £10 is granted to travellers. As a result of this 
measure a black market will develop in British Banknotes, the dis- 
count on which will vary with the rigour of the execution of the 
order. The measure was necessary and overdue, for otherwise the 
Nazis would have been able to realise yet another part of their 
ill-gotten gains. It was inevitable also because of the growin, 
control of the foreign exchange market. : 


Free Sterling. Free sterling in New York has appreciated to 
the “officia rate in the week ending August 24th 1940, and re- 


mained close to that level. 


Foreign Trade Policy. The reluctance to evolve a rational 
and comprehensive export policy leads to strange developments. 
The Export Credits Guarantee Department has evolved two new com—— 
prehensive policies each of which represents a clandestine subsidy 
on exports. The first is a cover against the rise in freight and 
insurance rates as well as certain hitherto uninsurable war risks. 
It should permit the exporter to quote firm c.i.f. prices for some 
time ahead (except for the risk of obtaining material and labour : 
at present prices). The second is a comprehensive policy against 
losses in connection with hostile action and its repercussions on 
neutral countrics and firms. The solvency cover is raised from 
75 to 85 per cent., and there is a 90 per cent. cover for the other 
contingencies. All policies are quoted at loss rates. 


As complaints are cver growing that the greatest obstacts 
in the way of exports is sterling price and cost at the new es 
ciated rates of exchange, this new departure is not going te soive 
the basic problem. The Authorities themselves realise the 
futility of their resistance against a rational policy: new and 
further breaches are being made in the “non-subsidy front: 


evi 
Three Weeks ending 51. 8. 40. 


A levy of 5d. per 100 lb. is being imposed, for instance on 
cotton, on the basis of the Encouragement of Export (Cotton) 
Order, to bear the cost of stimulating exports. This new extra- 
pudgetary and de facto unconstitutional indirect tax will fall 

to some extent on the budget (in so far as the State is a large 
consumer of cotton goods). In the main it will be borne by 

the :poorer classes of the population. 


The United Kingdom Commercial Corporstion,having increased 
its capital from £0.5 to £1.5 million and formed a subsidiary 
called the English and Scottish Commercial Cor_-ration with a 
capital of £3.25 million, is to widen its sphere of activities. 
This decision is viewed by the export trade with some apprehen- 
sion and not without justification. The personnel of these com- 
panies does not inspire confidence. The organisation of export 
companies on geographical rather than industrial lines must 
arouse further scepticism. It will be interesting to see the 
division of labour between it and the Cotton Export Company, 
which was organised on sounder lines even though its method of 
finance is inefficient and inequitable. 


Finance. The total deficit in the period considered (June and 
July) was financed as fcllows:- 


&.Mn. Tender Bills 416 
Floating Debt ! 259 Tap Bills and 
Ways & Means 
Advances 113 
Treasury Dep. 
: Rec. 30 
N.S.C. and 3% Defence Bends 92 
24% National War Eouds 429 
"Other Debt" ; 13 
Repayment of 43% Conversion 
Loan - 103 
Total Deficit Fes) 


The interesting feature of the Clearing Banks' returns 
for the same period is that they show only a small rise in their 
money market assets, despite the substantial rise in tender bills 
(£116 millions). The Discounts and Advances ofthe banks in- 
creased by £8 miiiicns; Deposits (net of balancus with other 
banks) rose by £34 millions, to which, however, there was a 
corresponding rise in Treasury Deposit Receipts of £25 millions. 
Advances fell by £52 miilions, and Investments were up by £22 
millions. Finally Cash and Balances at the Bank of England rose 
by £5 millions. 


This relatively small rise in bank deposits as 
money market assets may perhaps be explained a A ieee Yona 
sale prices were fairly stable in June and July, and there was 
thus very little rise in the requirements of current accounts 
(which correlate closely with prices). The rate on bank depos :i3 
being very low, a tendency may- well have existed among the public 
to invest its funds (fwids created by Government expenditure) in 


short loans to tie Riscount Market or directly in Treasury Bills: 
This tendency may at have been considerably ercarehe | 


by the repayment of 44% “dissented” Conversion loan. “ 


Since the announcement of the impend convers his 
loan, it was actually a short-term asset, eee of ye 
may have felt inclined to replace it by bills. It is thus not rm 
difficult as it might at first glance be supposed, to account for 
the ieee of over £100 millions of tender bills outside the 

Se Se 
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Turning to the tap bills and Ways and Means Advances, out 
of £115 million about £50 million may be accounted for by the' in= 
crease in Government securities in the Issue Department of the 
Bank of England (in connection with the rise in note circulation). 
Further, Savings Banks, Unemployment Insurance and Commodity 
Insurance are likely to lend to the Government ata rate higher 
than £10 million per month, which makes more than £20 million for 
the two-months period considered. The rest, about £40 million, 
may have been absorbed by: (i) the Exchange Equalisation Fund 
while selling gold or dollar aeolinitisaa( ii) the Clearing Banks. 
If the latter took place the purchases of the tender bills by the 
public may have been even higher than indicated above. 


Commodities & Industries. 


Iron & Steel. New arrangements are being made which will give 
the British Iron and Steel Corporation closer control in the dis- 
tribution of imported semi-finished steel. The Corporation will 
have powers to shift imported material stocked at the consuming 
works to any other place. This measure is a further step toward 
central control, a development which could be observed in the 
steel trade for many years and has only been accelerated during 
the war. 


A scheme for the emergency transfer of labour in the 
Shipbuilding and ship-repairing industry is being worked out. 
Workers shifted under thisscheme from areas with a surplus of 
labour will get travelling and - if married - lodging allowances. 


At the annual meeting of Sheffield Steel Products Ltd., 
.the Chairman stated that more than 90% of their output was now 
under contract or subcontract for the national effort. A divi- 
dena of 4% was declaied on the Ordinary Stock. 


Australia is increasing the production of both warships 
and merchant ships, according to Sydney radio. A shipbuilding 
yard capable of building ships of over 12,000 tons will be opened 
shortly in Melbourne Harbour. 2 


A further increase in the production of munitions could 
be achieved by a scheme put forward by representatives of the 
lighter industries. Numerous branches of the cutlery and silver 
trade which are getting short of work have at their disposal 
unused working capacity and highly skilled labour, which could be 
employed on the production of specific parts for assembly at 
larger works for final processes. 


Light engineer iug works are engaged increasingly on exnort 
orders from South Africa. South America and India, replacing German 
firms in the delivery of steel pirutucts of various kinds. 


Output of iron and steel material is well maintained and 
steadily absorbed. Although efforts are being made to make 
supplies available for export purposes, a small tonnage only can 
be spared after the munition factcries (which still receive strict 
priority) have been satisfied. Supplies of bars are sufficient : 
for capacity output. The position of re-rollers has been reliciid 
by large shipments of billets from the U.S.A. and Empire source. 


Tin. The main feature of tin prices in August was a slow bzv 
persistent decline, the standard cash price falling in the last 
half of the month from £265 to £257 per ton, Stocks in London 
and Liverpool, which stood at 4,762 tons on July 29th, rose to — 
2,203 tons on August 19th, falling a little to 2,039 tons a week 
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Three Weeks ending 31. 8. 40. 


The rise in stocks and fall in prices produced suggestions 
in the financial Press that exvort licences for tin should be 
more’ freely granted by the authorities in order to preserve 
London's position as an international tin market. New uses for 
tin as a substitute for aluminium in the manufacture of hollow- 
ware have also been suggested. Remedies such as these require 
to be considered in due perspective; to maintain the international 
tin market in Great Britain may temporarily be contrary to puolic 
yolicy when shipping-space is considered, and the stocks held in 
this country are not now mainly designed for this purpose. 


; Coal. Holidays helped to reduce the coal supply, which had 
tended to become too heavy in view of the closing of European 
markets. Deliveries for stock were carried out on as large a 
scale as possible, under voluntary arrangements with markets and 
customers; shortage of transport caused the expansion of deliveo- 
ies for this purpose to be somewhat slower than anticipated. 


Textiles. The index numbers of wholesale trading in textiits, 
published by the Wholesale Textile Association, in collaboratiou 
with the Bank of England, for the three months to July 1939 and 
1940 are:- 


- Home Trade Export. Trade : Total. 

\ 1939 1940 4939° 1940 1939 1940 
May 405 ..- 431 93 112 403 128 
June 94 97 80 105 93 9o7 
July 65 82 et, 94 66 83. 


Making allowance for the rise in prices the volume of trade in 

July was probably less than a year ago. The fall of the export 

_ index from 105 in June to 94:is disappointing. Stocks also are 
at a higher level in value than a year ago, but smaller in volume. 


Hosicry & Clothing. Unemployment percentages in hosiery and 
_in the clothing trade for July 1940 show already the effects of 
the Limitation of Supplies Order. _ 


a Unemployed. (Ministry of Labour Gazette), 
April. May. June. July. 
3.6 7.6 


Hosiery | 3.0 ° 
Clothing 4.6 eG 6.2 10.9 


Hosiery manufacturing in particular is now in an advanced 
stage of depression, according to the Manchester Guardian corres- 
pondent. Unemployment has increased and short-time working is 
widespread.. The Export side of the hosiery trade remains satis- 
factory, though it is feared that the purchase tax may retard 
progress. This is. because the home trade price of articles 
exported must be declared in certain foreign markets, to avoid 
any suggestion of "dumping"; since the purchase tax will have to 
be added to prices now current, correspondingly higher tariffs 
may be charged by the foreign Governments. ; 


Cotton. The period of heavy overtime working in the cotton 
industry is over. The 55% hour week is to be abandoned, and 
annual holidays will be picked up again wherever possible. Ute 
flow of Government orders has slackened, and production for the 
home market must take account of the limitation of sales of Pie aie 
goods to 374% of last year's sales. 


SS 
Three weeks ending 31. 8. 40, 


Imports of Cotton Piece-Goods to British 


Bast Africa (Kenya, Uganda, Tanganyika). 
in millions of yards). 


MENT 1938 1939 


From Japan 124 94 4107 
From Lancashire 5.6 5e1 3.8 
Total 137 407 118 


In 1937 and 1938 Japan supplied all but 13 million yards of cloth 
imports to British East Africa and in 1939 all but 11 millions. 
Lancashire's share continues to fall. British exports to Ceylon 
in 1939 also fell 3.5 million yards below exports in 1938. 
Although the gradual loss of British colonial markets may not be 
a serious hindrance to the war effort, from the point of view of 
the Lancashire industry the position is grave. 5 


It is believed now that 40,000 bales of the U.S. barter 
cotton will be shipped here in September, as against the expected 
20,000. It is estimated that up to the end of August 250,000 
bales of the original 600,000 bales envisaged in this account lave 
been imported. 


Wool. The British Government has acquired the South African 
wool clip for the duration of the war and one wool year afterwards 
at 103d (sterling) per lb.. This is the same price as that paid 
for the Australian clip and the deal is the same in form as that 
made a year ago with Australia and New Zealand; any profits on the 
re-sale of wool will be shared between the two Governments. 
Although the British Government now controls the major part of 
the world's wool the market for it, either raw or in manufacture, 
is much reduced. Presumably the stocks will be built up for 
release to Europe in accordance with Mr. Churchill's pronouncement. 


Rayon. An announcement was made on 21st August of the policy 
which the Rayon Export Group intends to pursue. The main lines 
are; the obtaining and dissemination to members of market infor- 
mation and the organisation of production and distribution with a 
view to reducing costs. There will be a Central Rayon Office in 
Manchester; the chairman of the executive committee is Sir Percy 


Ashley. 


Rayon reports continue to be variations on the theme: 
“Manufacturers are having a lean time and face the future with 
little confidence". In particular the export drive in South 
America is misfiring seriously, owing to successful German 
propaganda to the effect that deliveries of cheap German-made 
goods can be expected in September -.or October as time goes on, 
while at the same time it is pointed out that the invasion of 
Britain will stop British deliveries. 


Men-Power. During August gardeners émployed on the production of 
food exclusively were listed:as a reserved occupation down to the 


age of 21. : ' a 
: The Ministry of Labour embarked on the expansion o: 


its training centres, and sought to employ 2,000 additional 
instructors in these centres. 


Engincers not on war work were registere#. and a wii3 
field of engineering labour yet untapped was thus made known to 
the Ministry of Labour. ; 


es ey 
Three Weeks ending 31. 8 40. 


Consumption. The Ministry of Labour's cost of living figures for 
August 1st,:as compared with those for July 1st, showed a decrease 
of 1% for all items, due to a decline in the cost of food Dy 25%. 
Since September 1st, 1939, the Index for food had risen by 18. Bh, 
and that for all items by 19.3%. The decline in the cost of 
food was mainly due to the seasonal fall in the price of potatoes, 
from 1/24da per half-a-stone on July 1st to 94d on August ist. 

This decline was in part set off by the rise in the price of eggs 
by 16%, and is probably more than outweighted by the further 
increases in price since then. It may, however, be argued that 
eggs belong to the semi-luxury goods, and that cheap potatoes 

have a stronger effect on working class budgets than dear eggs, 
consumption of which can be made far more elastic than consumption 
of potatoes. Prices of home-grown fruit and vegetables - not 
included in the Index - have also declined, though, in any case 
for town-dwellers, the range of fruit and vegetables within tue 
reach of families with small incomes is very narrow. 


The increase in the retail price of sugar by one halfcoriv 
per pound from August 26th will in itself not bear heavily on **< 
family budget unless a family is very poor and very large. TRE 
a general rise in the price ot sugar would-of necessity affect <'.- 
prices of a large number of foodstuffs in the manufacture of wisch 
sugar is used. The me&imam retail prices for jam, which came 
into force on September 1st, allow already an increase of about 
one-tenth above the average prices at the beginning of Aussi, 
and an increase of between 35% and 40% of the prices of a year 2° 
The maximum retail price for home-grown dried peas has been fixed 
from September 2nd at 8d per lb. for peas sold loose, and 10d per 
pound for pre-packed peas, that is at between 68% and 100% above 
the pre-war retail prices for dried yeas. It is, indeed, kelly 
that dried peas - which are easy to store - will more widely te 
substituted for tinned peas, whicn are more expensive, and that 
consequently households which used to consume tinned peas may in 
future buy more dried peas without any detrimental effects on 
their budgets. ne high price of dried peas, may, however, come 
to have serious effects on the diet of poor people, for which 
vegetable protein foods are becoming more necessary as rising. 
prices of the sources of animal protein are moving these always 
relatively dear foods further out of their reach. 


French Eguatorial Africa (F.E.A.) and the Cameroons. 


The Cameroons. The Cameroons’ wealth consists mainly in vast 
timber resources, forests covering 37 million acres. In 1937; 
51,000 tons of timber were exported. Other exports include 
bananas, earth nuts, palm kernels and palm kernel oil. Most im- 
portant, however, is the export of cocoa beans (about 40% of totxi 
exports). Since Great Britain has a surplus of cocoa in her own 
colonies, means will have to be found to absorb the Cameroons' 
cocea harvest. The list of imports is headed by cotton tissucs, 
machines, tools and other metal manufactures, moter vehicles. 13 
-dried and salted fish. 25% of the Cameroons' imports came fro", 
put 90% of her exports went to, countries now under German dom:-- 


tal 


nation. On the other hand, exports to Great Britain and the v %.. 


were negligible, but 33% of the Caricgroons': imports came from ~::: 


two countries. It will be necessary to balance this unusual ¢7.*1: 


fh 
e 


tu.it of the Cameroons' foreign trade. 


Of the 3,500 miles of trade routes built mainly in the pone 


war period one road leads i'rom south to north connecting the si 
with the Chad territory; the other one from west to east conuce.« 
the Cameroons with 7F.2.A. Two railway lines "Central and "Nem, 
facilitate the transport to and from the interior of the country- 


4 


2 
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The Cameroons' main port, Douala, has been modernised by the con- 
struction of new quays, wharves and embankments. 


F.E.A, This region's foreign trade shows features similar to 
those of the Cameroons, the main item of exports, however, being 
logs of timber (about 50% ot total exports). The country exports 
also cotton, palm-kern21s. gold, palm oil, in that order. 

Customs are levied cn most exports, ranging between 5 and 10% of 
the value. The main prodicts of the country are taxed as well, 
i.e. minerals such as manganese, iron ore, gold and diamonds, 
copper sulphates, etc., also ivory, timber, palm-oil, rubber. 
The main part cf F.E.A.'s 5,000 miles of trade routes lie in 
Ubangi-Shari (5,500 miles), the province, south of Chad, between 
the Cameroons, the Anglo-Egyptian Sudan and the. Belgian Congc. 


The promised working out of an economic, policy for these 


territories will be of great value in support of the strategic 
measures to be taken. 


A NOTE ON THE EXPORT. DRIVE. 


Exports of Peoduce & Manufactures 


of “he united Kingdom 
—— (& Hiilion). 


March Apeil May June July 
1939 41.6 O56 1 42.3 39.9 40,4 
4940. 41.6 48.3 45.5 36.2 31.6 
Re-Exvorts «fF Tmported Merchandise. 
€ shi idon). . 
March = s_ April Hay Jane Tuiy 
4959 4.9 4.6 5.0 ° 4.3 Soule 
1940 5.6 4.4 


3.2 2.0 1.8 


Exports ot selected Categories in 


five months to July 1940. 
(S-Mitlion) 


March April May June July 
Coal 267 3e1 5.4 rae 1.8 


Iron & Steel 
& Manufactures 


thereof 31 306 3e4 Se 1 2.95 
Total of Tex- 

tile group .10.5 12.2 10.3 8.8 8.8 
(Cotton, ¥ool,Silk,Other Teztiles & Apparel) 

Chemicals 2.8 3.8 3.1 2.5 Ze 
Vehicles oe 4.8 Ser 28 = 16 9 


(Board of Trade Journa:). 


The course of exvorts and re-exports in the last five . 
months is compared with that of a year ago. It has been esti- 
mated that the trade lost due to the occupation by the Nazis of 
countries in Burope is about 30% of usual trade. In April the 
Scandinavian war had already begun, so that the fall from an 
average of £45 million in March-April to £31 million in June r. 
could be accounted for entirely by the loss of European markox« 
On the other side of the picture, however, there are no indi 
tions of a substantial increase in exports to other parts of tus 


world. 
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2 Coal exports suffered very heavily in July, due to the 
loss of France. Iron and Steel and the Vehicle group have also 
fallen 30% and 55% respectively below the March-April averages. 
The Textile group, which includes Cotton, Wool, Silk, Other 
Textiles and Apparel, reached its lowest point in June, and 
remained steady. 


The Board of Trade indices of all commodity groups were 
remarkably steady from February to June (with the exception of 
Wool, which jumpvd from 138.9 in February to 161.5 in March), so 
that the export value figures for the five months are comparable. 


Renewal of the Export Drive. 

Government assistance to export trade in the first eight 
months of war consisted chiefly in loosening the war-time res- 
trictions it had itself created. In February 1940, however, 
the Export Council was formed, and in March the White Paper on 
Export Policy was issued. Export Groups were contemplated for 
individual industries which should co-operate with the Council 
and whose ‘expert technical knowledge would be of the utmost 
importance. The first of these groups, the Wool Textile Export 
Group, was formed on March 6th. By mid-August there were already 
270 groups covering all kinds of industry. The activities of 
these groups so far have been in general of an exploratory 
character; in the case of cotton a levy of 5d. per 100 lbs. of 
cotton was provided for in the Cotton Industry Bill of March 1940 
to stimulate research into export possibilities, and a further 
Ba. per 100 lbs. was called for in August to finance British 
Overseas Cottons Ltd., a company specially formed to encourage 
cotton exports and to organise “export syndicates". During the 
months following the collapse of France attention was concen- 
trated on the increase of munitions output, but recently the 
export drive has come to the fore again. The activities of 
Unco, the company formed in April to encourage trade with the 
Balkans, are likely to be extended to the South American markets 
and English and Scottish Commercial Corporation was recently 
formed with a capital of £34 millions to concentrate on purchases 
from the Balkan countries. The facilities of the Export Gredita 
Guarantee Department have also been considerably increased in the 
last fortnight. In this issue of the Diary these last points 
are discussed in greater detail, under the heading Foreign Ex- 
change Control. 
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1. Mr.Bowen and Mr. Worswick discuss in Part II of their article 
on the Prices of Goods Act how the Act has been administered 
in a particular locality for which full data were available. 
They suggest some general improvements which could be made in 
the administration and scope of the Act. 


2. Mr.Kalecki's article is the final result of several months of 
research on war finance; in the fourth and fifth parts of his 
article he gives an estimate for the degree of inflation so 
far existing in this country, and gives the basis of an 
answer to the important question "who has paid for the war?" 


3. Mr.Balogh puts the economic case for immediate compensation 
to be paid to owners of property damaged by air-raids. 2 


4. Mr.¥.J.Vurm summarises the trade statistics of the French West 
Indies. 


5. In the diary, besides the usual topics, there is a note on 
the possibility of introducing a system of communal feeding. 
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from the Kditor. 


POG Ke has RB wumbers, Nov.2@5,\939 4o M ay \S, 1940. 


hres 
THE PRICES OF GOODS ACT. PART Il. 


In this section we enalyse in detail the material kindly 
placed at our disposal by the Price Regulation Committee. Files 
of correspondence concerning the 49 complaints made between ; 
January and July 1940 in one industrial town with regard to price- 
regulated goods were examinedcerefully, and the analysis is show 
imevaple si. 

Taple I. . 
Analysis of Complaints made under the Prices of 


Goods Act in one Locality. September 1939-1940. 


Number of cases examined 49 

Number in which the Complaint was re- 
jected before reaching the €ommittee 2 

Number in which the Complaint was 
investigated and no further action 


taken 
Number in which a Reprimand was issued 
after investigation 10 
Number in which a Prosecution was 
instituted 3 (all charges against 


the same firm). 


There are four categories, the first and last of which are 
self-explanatory. The circumstances of all the other cases were 
examined by the Committee; in 34 the Committee decided that there 
had been no breach of the Act and exonerated the alleged offenders, 
and in 10, although in their opinion there was insufficient evidence 
for a successful prosecution to be brought, there was enough to 
justify a reprimand to the alleged offenderms.. For our own pert we 
formed a personal opinion (shown in Teble II) in 44 of the 49 cases. 
(Where a prosecution was actually instituted, or the case was rejec- 
ted before reaching the Committee, it seemed inappropriate to ex- 
press such an opinion. ) We regarded 14 cases as prima facia 
genuine (excluding the case where proceedings were begun) and 12 as 
"doubtful". These figures compare with 10 reprimands issued by 
the Committee; in our opinion, therefore, a rather more vigorous 
policy might have been pursued by the Committee, in reprimanding 
offenders where the evidence was insufficient for prosecution, or 
in instituting proceedings. - 


Table II. 


Number of cases with inbufficient evidence 
for further action to be taken: but prima 


facie genuine 14 
Number of cases where the evidence clearly 

showed further action was unnecessary 18 
Doubtful cases ; 12 


With regard to the allegations themselves, a careful note 
was made of the two prices, the "present" price and the pre-war 
price. The percentage increases have been calculated and are | 
shown in Table III. Since torches and batteries showed particularly 
great increases, the comparison of present prices with pre-war 
prices for, goods other than torches (chiefly items of clothing) is 
tabulated separately. | It must be understood that “present” prices 
covers prices quoted at various dates between January and June 1940, 
so that the figures for the mean and median percentage increases 
have little more than illustrative significance. However, they 
@ive some idea of the order of increases alleged. Thus for all 
goods the mean alleged increase in present prices over pre-war 
_ prices was 83% and the median 71%;when torches and batteries are 
left out the mean increase was 41% and the median 31% 


nm 
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Table III. 
Distribution of Alleged Percentage Inerease of 
Present Prices over Pre-War Prices in-39 Cases.! 
All articles 12 Cases (other than 
torches and batteries) 


50-400 44 4 
400-150 3 = 
150-200 6 = 
over -200 4 = 

Mean 83 Mean 41 


Median 714 Median 31 
Quartiles 40, 114 


In a few cases the comparison was made with prices charged 
at the same date in other establishments, and this is shown in 
Table IV. The mean alleged increase was 37% and the median 23%. 


' Table IV. 

Alleged Percentage Excess of the Price Charged in 

a particular shop over prices quoted for the same 
goods in other shops at the same date. 


14 
14 
49 
25 
62 Mean ov 
89 Median 23 


All these figures are considerable and we propose now to 
consider the various defences made against the charges of exces-— 
sive increases. They fall into four main groups. In the great 
majority of cases (27 out of 40)# the. alleged increase was admit- 
ted and the defence was simply that a rise in costs had taken 
place. In general the wholesalers' invoices were supplied to the 
Committee, and in cases where the investigation was carried back 
to the wholesaler, the manufacturers' invoices were furnished. 

In a number of cases the retailer had continued to add a percentage 
net profit-to the higher cost price, and had thereby infringed the 
Act.. The Committee issued reprimands in most of these cases. and 
advised the firms in question to become acquainted with the terms 
of the Act. In a few instances chartered accountants were employ- 
ed to examine the books of the alleged offenders. Unfortunately 
from our point of view as economic students of the Act very few 
detailed cost sheets were submitted. We quote one in full to 
‘illustrate the type of cost sheet the framers of the Act must have 
had in mind: ' Y 

"The undernoted increases,in costs occurred in the menufacture and 
retaiting of fos. srticie).. between, 3rd September 1939, when the 
retail price was 6/6d., and 20th April 1940, when the retail price 


was. 8/6d. °F 
4. The cloth price has increased from 77a to 11d. per yd. 


“Bach - requires 34 yards of cloth 444d. 
8. The cost of lining has increased from 5d. to 7d. 
Each -— requires 1 yard |. 2 d, 
3. Buttons, Pecking materials and Carriage - oe 


4, A case where the. alleged increase. was 433% is excluded, as 
although this increase was admitted, the transaction was said 


to have been a mistake. 
2 The classification is of necessity 4 trifle arbitrary, but these 
figures. serve as a -guides 


“4 


4. All productive wages have increased from betweeh 


40% and 15% 134. 
5. Provision for factory costs on above increased wages . 124. 
1s. 54d. 
6. Extra retail nere iH required following above 
increased costs 6 d. 
18011¢s0" 


In most cases the only increase in costs was in the buying price 
of the article and overheads warely figured in the defence, ex- 
cept where the % addition was made for profit and so the Act was 
actually infringed. A peculiarity of torch battery cases was 
that the 1940 prices of imported batteries had to be compared 
with the August 1939 prices of British batteries. There was a 
considerable amount of speculation in these batteries; also a 
number of retailers broke down High Tension batteries and fitted 
cardboard containers to the old cells, which they retailed at 
prices from 50-200 % higher than the corresponding price for 
British batteries. It was surprisingly difficult to secure a 
yconviction, even on the most flagrant prima facie case, as so 
thany of these lines of business were of such a temporary nature. 


In general only big stores have the resources to keep 
such accounts as will make the First Schedule of the Act have 
any real meaning. For small retailers a broad definition of 
soverheads must be accepted. This is tacitly admitted in a 
‘circular to traders, sent from the Central Price Regulation 
Committee, which shows a formula for obtaining the permitted 
increase. The only figures which are needed are the cost price 
of the article and the percentage of overhead costs to turnover 
and it is the policy of the Committees to accept this latter 
percentage at its face value. It seems certain that any. retailer 
who chooses to infringe the Act on a small scale (say up to 10% 
sor 15%) may do so with impunity, owing to the difficulty of 
checking his costs. 


In 5 cases out of 40 the alleged offender admitted that 
the Act had been infringed and pleaded ignorance of the Act, or 
that a mistake had been made. The Committee warned such offenders 
to study the Act and mend their ways. 


The third class of alleged offender (2 only) denied the 
allegation;® in one case a severe reprimand was issued and in the 
other the case was closed after investigation. 


_ Orr 


4 Although no-one seemed to have noticed it, such an additional 
retail margin is not allowed under the Act. The whole point 
is that the actual net profit must not increase. : 


2 In one important prosecution in another area the defence in- 
tained that it had not been proved that the torch in aueatien 
had in fact been bought at the shop, and if it had, it had now 
been proved that the torch produced in Court was the torch pores 
chased. The defendant was found Not Guilty, without the resi 
charge even being examined by the Court. 
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Finally there is a class of "other defences". In one 
or two cases the excessive price was due to an inordinate number 
of middlemen. For example a firm might buy an article at a 
big central store for the retail price and re-sell it ata 
higher price. The Act does not in any way oppose such trans- 
actions; it is only concerned with deciding whether the final 
price is excessive in view of the cost. Decision in such cases 
has necessarily to be ad hoc. The argument that the quality 
of the article sold had changed since a year ago was put forward 
by the defence in one case, where the complainant alleged that 
he had paid 5/11 for a garment which had cost him 4/9 the previous 
January. Experts were called in to compare the quality of the 
garments and duly found the war-time garment made of better 
material than the pre-war one} Some of them had omitted to 
allow for a year's laundering. These investigations dragged on 
for three months and reached no conclusion. One thing, however, 
is clearly shown by this and similar files of complaints; that 
so long as the Act is interpreted in a purely legal manner it 
cannot possibly serve its purpose. If all the energies of 
Price Regulation Committees are to be devoted to proving that 
Mr. A did in fact buy the article B from retailer C at such and 
such a date, there is a danger that the question whether C was 
actually overcharging may be overlooked altogether. 


Administrative Difficulties. 


There thus seem to have been grave difficulties in adminir-: 
tering the Act, exacerbated perhaps by the procedure adopted, the 
result of which has been to throw the burden of prcté’ on such 
public-spirited or cantankerous persons as choose to make com- 
plaints or have a talent for litigation. More important even 
than administrative problems is the question of the principle ) 
underlying the Act; the Act is clearly not aimed at price fixing, 
and should not be described as an instrument of price-control in 
that sense. For keeping fixed the net profit per articlé sold 
(if that could be achieved) would stabilise only one element in 
prices, the margins earned by traders, both wholesalers and re- 
tailers. But rising costs are more important than rising traders! 
margins in the process of inflation. The Act is not a method of 
stabilising prices, however much trouble it may cause. to traders 
in readjusting their methods of calculating their selling-prices 
and to administrators in the almost hopeless task of ensuring that 
the adjustments have been made. . : 


The Price-Fixing Principle. 


The general principle of the Act then is not a substitute 
for price-fixing; it is not so much a "Prices of Goods" Act as a 
"Profits of Traders" Act. The only exceptions to this are in those 
Orders made under the Act which expressly fix the prices of certain 
lines of goods. The limitation of the profits of traders to the 


absolute money value per article earned before the war is necessar::!. 
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difficult in administration’, and it is not only an accident of 
procedure that stands in the way of the successful application of 
the principle adopted. The notion of “profit per article" implies 
a high degree of accuracy in book-keeping; it implies also some 
equilibrium in the pre-war profits thet were earned by traders. 

If in certain lines those profits in August 1959 happened to have 
been exceptionally high (or low) for a particular trader he is con- 
demned, in theory, to stabilise his earnings per article at that 


level. 


To stabilise traders' margins according to this formula is 
just as arbitrary as fixing prices directly; and price-fixing is 
both simpler to administer and better suited to be an instrument 
of control against inflationary tendencies. The elaborate appara- 
tus of proof that is necessary to establish a breach of the per- 
mitted increase in prices under the present provisions of the Act 
becomes unnecessary when the only question of fact before the 
- Court is whether or no a given defendant haa sold or offered for 
' gale certain goods at a price above the maximun. The natural 
development of the Act, if it is to become increasingly effective 
and less a not too imposing window-dressing would be towards exten- 
ding the number and scope of the provisions of maximum prices for 
‘lists of standardised goods. Price-fiying for goods at the retail 
and later wholesale stages is only possible, however, if the 
stabilisation of raw material costs and of wages is already in 
force. i 
Such a development would also raise difficulties of stan- 
dardisation, owing to the variety of commodities sold, but these 
difficulties will perhaps be reduced as the varieties of goods sold 
also diminish; the State, like the larger private firms in peace- 
time, may tend more and more to insist on at least retail price- 
fixings. In doing so it will act no more arbitrarily than it does 
‘in attempting to fix the margins earned by traders. 


Retailers and wholesalers themselves find the present 
method embarassing in many ways. They are no more able -to make up 
on the swings what they lose on the roundabouts than they would be 
if prices were fixed; each of their earning margins has to "stay 
put", Nor under the present law are they able at each rise in 
costs to smooth out the rise in retail prices by charging a slight 
rise on both old stock and new, instead of reserving the full rise 
for the sale of new stock. At present. there remain open to traders 
either disingenuous defences - such as the persistent denial that 
the article has been sold to the particular customer making the con- 
plaint --or the loophole of arranging for an artificially large 
number of middlemen to increase the "costs" of the final product. 


The present scheme is thus open to most of the objections 
that can be- brought against price-fixing, besides being open to 
several objections peculiar to itself. On the other hand it is 
certain that price-fixing, though a step forward, could not ease 
ee ees ity Ph. ce created by scarce supplies of commodi- 
8 an gh mone ncomes unless it was 
= se A eeeal: y was actompanied by rationing 


4 Under.conditions of imperfect competition the individual retailer 
is more likely to maximize his profit vy adding a percentage to 
his costs than by adding a fixed profit margin, if the..degree of 
imperfection of the market is assumed to have remained the same. 


2 It is conceivable that at some time it would be considered s 
ad 
policy to let stocks run down, In such a case - ae 
alone would be effective, a. Mebane 


eee 


The retail trade is at a cross-roads; it is doubtful how 
far it can survive in its present form in a semi-controlled war 
econon#. The Prices of Goods Act must not be amended by price- 
fixing provisions and then left complacently to its fate; it may 
be that the prices fixed will be "uneconomic" for the retailer, 
and yet the goods are necessary for the district or customer that 
he habitually serves, As far as possible the authorities will no 
doubt be wise to develop "existing channels of trade" but the 
distributive organisation that is finally so developed may differ 
in important respects from the unco-ordinated distributive system 
that existed in August 1959. 


Our general conclusion is therefore that a really satis- 
factory solution of the problem is only possible if retail price- 
fixing is just one part of a complete economic policy which includes 
the stabilisation of costs, the rationing of expenditure and the 
reorganisation of distribution. Since such a comprehensive policy 
seems still to be a long way off, the working of the present Act 
could be made much more effective in the ways we have indicated, 
e.g. the institution of a permanent inspectorate, and the extension 
of price-fixing by agreement with manufacturers and traders. 


Tan Bowen 
G. De N. Worswick. 
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Ie Introduction. 
. II. Pre-war correlations of wage-bill and "other incomes" 
with employment and wage-rates. 
III. Hypothetical figures of wage-bill, “other incomes" and 
savings in the first half of 1940. : 
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V. Who paid for -the war? 


I. Introduction. 


The purpose of this paper is to give a crude outline of 
how the war effort was financed in the first half of 1940. We 
start by establisning a pre-war correlation of wage- and small 
salary-bill and “other incomes" (salaries over £250, rent, interest 
and profits gross of depreciation) with employment and wage-rates. 
On the basis of these correlations and the present level of employ- 
ment (as estimated in a recent article in the Bulletin) and wage- 
rates, hypothetical figures for wage- and small salary-bill and 
“other incomes” are then evaluated and from them, by making certain 
assumptions on the "propensity to save'}-a hypothetical figure for 
savings is derived. This figure is compared with the budget defi- 
. cit, allowing for the negative balance of payment on current account 
and private investment in fixed capital. As will be seen below a 
considerable gap between the two amounts in question appears to 
exist, which may be accounted for: by our hypothesis’ underestima- 
ting the "propensity to save"; by our pre-war correlations’ not 
holding good in war-time; by the decrease in stocks, etc.. The 
analysis of these factors leads up to the discussion of whether — 
there was any inflation in the first half of this year. The posi-- 
tion in July and August is also briefly considered. Finally we F 
give a definition of what is actually meant by “paying for the war" 
and try to estimate what was the burden ofthe war on incomes below 


£250 and "other incomes", 


It must be pointed out that the results of this enquiry 


have no claims to precision; they give. only the most approximate 
picture of the developments, whose chief merit is that it is better 


than nonce 


ae 


‘employment 6; 


“68 = 


II. Pre-war correlations of wage= 
bill and "other incomes" 


with émployment_and wage’ rates. 


4. We shall first establish a correlation of the gross home- 
produced natinnal income with employment and wage-rates. By gross 
nationaJincome is. meant here the sum of all private incomes (exclu- 
sive of transfers) + undistributed profits + depreciation and 
maintenance - income from overseas. The -théoretical reasons for 
the existence of such a correlation are as follows. Let us denote 
the gross national income by Y and the index of prices by which it 
is necessary to deflate Y in order to obtain the "real" national 
output, by p (Mr. Clark calls it an indéx of “output..prices"). 

Then by definition represents the national output. The latter 
is a more or less ciose function of employment and changes in 
labour efficiency due to technical progress. If we denote an 
index reflecting the latter by 1, then will be approximately a 
function of employment only. 1 is an index of the efficiency 
of labour, from which chenges due-to increasing or diminishing re- 
turns are eliminated. Thus pl-is an index ofthe “value added", 
produced by a labour unit after elimination of increasing or 
diminishing returns. It follows that pl depends on wage rates 
and factors determining the distribution of the national income in 
the short-period. One of these factors being employment, a sig- 
nificant correlation may be expected to exist between pl on fhe 
one hand and wage rates and employment on the other. Now =+ being 
losely correlated with employment, it follows that Yis P 

ikely to exhibit a rather close correlation with employment and 
wage-rates. We are going. to examine it for the period 1929-38. 


In Table I are given the figures of gross hone=pradeced 
national incone Y in the above sense accordi to Mr. Clark; 
and the index of wage-rates wy; 


Table I. 
Correlation of National Income with Employment & 


: : Wage-Rates. 
Home prod. National Income Employment Wage-Rates Y calculated 


ns e Ww from regression 
J - : equation. ~ 
woe MEL Ts A989 ef 00n et oe) ee 
4929. 4160 400 400 4 
4930 3967 95.5 99 Sete 
41931 3738 92 98 3724 
1932 3633 94.5 97 3665 
1933 3684 94.5 96 3764 
1934 3994 99,0 97.5 4016 
1935 4259 10%. 6 99 .4479 
1936 - 4540 106.5 402 4514 — 
1937 4870 . 112.5 105.5 _ 4890: 
1938 4908 411.0 409 4940 - 


The regression equation of Y in terms of.e snd wis: 
3 Y = 44.26 +.34.8W - 3753, ee 


‘ . : % 
1 "Economic Journal" ‘September 1938 and Pritchard & :Wood Commerei al. 
Clarkts 


porometer March, 1959. RE ee ae = are thus these ‘of 
neome exclusive of income f'% ¥e id: - 
“Government income". ce ae — gee one 


2 After allowing for strikes endl MOF Tat 
Gazette. sickness, Minist of Lebour 


5 Up to 1936, Ari, Bowley. Wages and Income in U.K, s 
1986-38, London and Cambridge Economic Service. ince 1860. 


=0-= 


As may be seen from the above table, Y calculated from this equa- 
tion gives a very good approximation to the original series: the 
maximum deviation is about 2%. 


2. We are now going to establish a correlation of wage- and 
small salary-bill y with the product of employment x wage-rate or 
ew, in the period 1929-38. (By small salaries we mean those 
below £250). It may seem thet both values are more or less the 
same, but actually this is not the case. Altnough small salary 
earners are included in e, their weight in the latter is less 
than in the wage- and small salary-bill (their average income 
being higher). Moreover changes in wage rates are not fully 
representative for changes in small salaries. It must be exrected 
that ew changes more rapidly than the wage- and small salary-bill. 
For since the employment of operatives fluctuates more strongly 
than that of salary earners and the weight ofr the former ine is 
“too high", ew fluctuates more strongly than y. The usuelly 
greater stability cf the salary rate as compared with the wage 
rate works also in the same way. 


There is still another factor which affects the relation 
between y and ew. There was in the period considered a tendency 
for the number of small salary earners to increase relative to 
that of operatives, i.e. to the same number of operatives there 
corresponded a higher number of small salary earners in the later 
than in the earlier years. Since salary earners enter with a 
greater weight into y than into e this makes for a positive trend 
of y in relation to ew. We therefore correlate y with ew and 
the time t. 


In Table II we give the wage- and small salary-bill accor- 
ding to Clark, and ew calculated from e and w given in Table I. 


Tapler Li, } 
Correlation of Wage- and Small Salary-Bill with 
Employment x Wage-Rate. 


Wage- and small Enployment y calculated from 
Salary-bill. x wage-rate. regression equation. 
y ew 
£ mill. 1929 = 100. £ mill. 
1929 1926 400 1943 
1930 1890 94.5 1869 
1931 1824 90 1810 
1932 1789 89 1805 
1933 1827 90.5 1840 
1934 4934 96.5 1943 
1935 2036 400.5 2016 
1936 2161 408.5 2151 
1937 2293 118.5 2317 
1938 2573 121 2367 


The regression equation expressing y in terms of ew and t 


isis 
y = 15-5ew + 11% + 395 


where t is reckoned in years from 1929 taken as O. In conformit; 
with a priori reasons, this equation shows that y changes more 
slowly than ew. The trend is slight - about 0.5% per year. The 
y calculated from the regression equation is very close to the 
original series, the maximum deviation being about 1% 


3. Having regression equations for Y and y we may now, of 
course, calculate easily the "other incomes" (home produced) aaa 
(salaries over £250, rent, interest and profits gross of depreciat.. 
but exclusive of income from overseas) Y¥ —- y. In Table ELL we 
compare the original series of "other incomes" with the qitcerecnice 
of Y and y obtained from the respective regressior equations. 


=) One 


Table III. 


Original and Calculated “Other Incomes". 
Other sncoses" (home produced) = Y = y- 


Original Calculated from 

Series. regression equations. 

ae gras § eee ee aa 
1989 2354 r= “9264 
{¢z0 2077 S045 - 
4954 AGHA | 497 
1.932 “ V4 b4a: 4860 
4933 1857 1924 
1984 206C 2073 
192 Cees 2163 
1936 2579 2363 
1987 2577 2573 
1938 25060 2573 


The agresment between the original and calculated value 
is here slightly worse than in the two cases examined above, but 
the deviation reaches still only once 3.5% (in 1953) remaining in 
the rest of the years below 3%. 


III. Hynothetical figures of wese— 
pill geese, other incomes: and 
savings in tue first half of 1940. : 


1. We shall now apply the regression equations obtained above 
to estimate national income, “other incomes",: and-wage- and: small 
salary-bill in the first half of 1939 and 1940. As regards the 
latter period the question naturally arises whether the connections 
established still hold good. his seems to be likely as concerns 
the wage- and small salery-bill’. As regards "other incomes", 
however, the figure obtained by such extrapolation is purély ~_ 
hypothétical ahd a possible "inflationary" excess over it will be 
‘discussed bélow-as one of ‘the factors of war finance inthe period 


considered’. ~ ° 


The results of extranolation by means of our formula are 
given in Table IV, Employment and wage-rate index in the first 
half of 1959 are taken as estimated in a recent article in the 
Bulletin, 


£ mill. per year. 


1929 = 100 1929= 0 


z of 1939 113.5 |110 93 5080 2440 
z of 1940 120.5 1119 405 5710 2740 2970 


It must be noticed that employment being here taken net 


/for of soldiers, their incomes also are not accounted/in the above 


figures. 


1 The existence of trend component in our formula might make the 
extrapolation rather risky; fortunately, hewever, the trend dis: 
covered is, as mentioned above, very slight (0.5% per year) and 
therefore this matter is of no importance. : 


2 M.-Kalecki, Wage Bill and Cash Circulation - Bulletin of the 
Institute of Statistics, Vol.2, No.6. 


Calculated from regression equaticn. 


“Other incomes'} 
(2ome=-pro duced} 


=e agi cs 


2. We are now going te'éstablish a hypothetical figure for 
savings in the periods cors:idovred. 


We mean here by savings the gress amount (i.e. inclusive 
of maintenance and depreciation) of all savings except those of 
the Central Government. These savings are equal to the aggregate 
value of "private" home investment in fixed and working capital 
or stocks (inclusive of any such investment by Local Authorities) 

lus the balance of payment on current accouns and plus the budget 
Natin ie. The sum of the first two items, which may be called 
private (home and foreign) investment, amounted in 1938, accor- 
ding to Mr. Clark's estimate, to £716 million’, The budget 
deficit was in 1938 £124 million, and thus the aggregate savings 
in our sense may be estimated at £840 million. 


To determine the rate of savings in the first half of 1939 
and 1940 we shall estimate the increase in it between 1938 and 
these periods. Por this we shall use the figures of “other in- 
comes" established above, and the data'on the: amount of direct 
taxation. But in addition we must. assume here two hypotheses 
which, however, we consider only the first approximation, and the 
possible deviations from them will again be accounted for in our 
discussion of war finance in the next section. 


The first. hypothesis is that the change in savings of 
workers and small salary earners may be neglected as a relatively 
small amount. The basis of this hypothesis is that the real 
income per head of this class was more or less stable. Indeed 
their money income in 1938 was £2374 million (see Table II), while 
the estimates for the first half of 1939 and 1940 gave £mill.2440 
‘ead 2740 per year respectively. The cost of Jiving was 1% lower 
isi the first half of 1939 end 75% higher in the first-half of 1940 
than in 1938. It follows that the real income : ee sinethe 
first half of 1939 was about 4% higher, and in the first half of 

41940 about the same, as in 1958. Allcwing for the withdrawal to 
~-the Forces, the real income per head in the latter period increased 
by about 3% as compared with 1938. Changes of this order are 
unlikely to affect appreciably the small savings in normal con- 
ditions*%, However, the psychological factors might have inereased 
the propensity to save and the rise in small savings might be 
still of certain importance; this contingency will be taken: into 
account in the subsequent discussion of the deficit financing in 
Section IV. ee aah 


3. Our second hypothesis relates to the change in the con- 

- sumption out of "other incomes". According to Mr.-Clark it may 
pe estimated for pre-war at £1600-1700 millions. The . maintenance 
of its real value at this level would require a certain increase 
in terms of money:owing to the rise in prices.. The cost of living 
index of the Ministry of Labour was in the first half of 1940, as 
mentioned above, 15% higher than in 1938. Because of the higher 
proportio& of services in the expenditure of the rich the relevant 
cost of living has risen less, probably only by some 10%. - Thus 
the increase in the expenditure out of incomes over £250 necessary 
to maintain the pre-war standard of life may be estimated at. £160 
or £170-millions per year. . Now we know about one type of the 


4 Pritchard & Wood, Goummercial Barcmetei’, Maren 193G. 


2 This is strictly speaking true of ‘reai" savings and thus maney 
savings are likely to have increased in the first half of 1940 : 
by 15% as compared with 1938 (such was the rise in cost of livirg;. 
Since, however, the pre-war "small" money savings were of the 
order of £100 millions such an increase is of no importance in 


our. calculation. 
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expenditure of the rich which for particular reasons has dinin- 
ished: the value of purchases of new motor-cars was in the first 
half of 1940 £30 millions lower than in the same period of the 
previous year, which makes £60 millions per annum. If other 
consumption were to remain unchanged the value of expenditure of 
the rich would have increesed by £100. millions. It is impossible 
to answer the question whether there was an increase in the in- 
comes concerned to cover such a rise in expenditure. As we shall 
see below, “other incomes'', after deduction of direct taxation, 
show in the first half of 1939 a rise of about £200 millions per 
annum over the same period of the previous year, but a great part 
of this amount, if not all, could have been accumulated as undis-- 
tributed profits. But even if the "spendable income" of the rich 
were unchanged in money terms a reduction of current savings or 
dissaving is not at all unlikely to provide an amount of the order 
of £100 millions, and I should consider this figure a fair guess 
of the increase in the expenditure of the rich. Of course the 
psychological factor might have increased the propensity to save 
above normal, but on the other hand "buying for investment" musi 
be taken into account. j 


4. It is now possible to proceed to the estimate of savings 
in the periods considered. According to our hypothesis on 
savings of people with incomes below £250 we assume them to be at 
the same level as in 1938. Further we do not take into account 
the increase in saving of public funds as Unemployment Insurance 
‘aS compared with 1938, since they sre within the range of error of 
other items entering this calculation. Thus our task is now to 
determine the rise of savings out of "other incomes" over the 1938 
level. The figures of "other incomes" given in Table IV do not 
include incomes from overseas and interest on National Debt, and 
they do not allow for direct taxation (in which we include here 
motor vehicle duty and E.P.T.). Both incomes from overseas and 
interest on national debt changed little since 1938. Consequent— 
‘Iy to obtain the rise in the rate of savings over the 1938 level 
we shall deduct from the increase shown by our figure of “other 
incomes" the increase in direct taxation and for the first half of 
1939 in addition the increase of the expenditure of the rich 
estimated at £100 millions per year. 


The calculation of savings in the first half of 1939 and 
1940 is given in Table V. It must be remembered that there is a 
strong seasonal rise in the payment of direct taxes in the first 
half of the year. As a result the annual rate of direct taxation 
in the first half both of 1539 and 1940 is much too high ana the 
rate of savings much too low for comparison with 1938. But the 
figures of savings so calculated are quite correct for the pur- 
pose of discussion of deficit financing, which is, of course, alsa 
correspondingly smaller in the first half of the year. We give 
also in Table V the sum of savings and direct taxation which is 
not affected by seasonal factor and thus comparable for all three 
periods concerned. 


Table. V. ; 
Estimate of Savings in the first First 2 First 2 
half of 1939 and 1%40. 1958 of 1959 of 1940 
Soa Sep Ra eae £ millions per year.” 
"Other incomes" (home-procuced) 2530 2640 2970 
Direct taxes _ : 493 "72 918 
+ Increase over 1938 in “other 
incomes" - + 110 + 460 
- UI VJ “direct taxes = - 279 - 425 
- s tt "  " expenditure 
of the rich - _ ° 4.00 
( 
uy y 1938 in savings - -169 =— 85 
Savings 840 674 755 


Savings + direct taxes 1333 1443 1673 


gross 


Iv. Was there any"daflation"? 
gross 


1. We - 7 now use the hypothetical figures of/savings 
arrived at anove for the anslysis of the budget deficit financing 
in the periods considered. The total amount available for 
financing the budget deficit aud home private investment is equal 
to savings in our sense plus the sale of gold and foreign assets | 
to cover the negative balance of payment on current account. 
After subtracting from this latter sum the budget deficit. we 
obtain what is available for/private home investment. This 
figure is of great significance since if it falls short of tho 
likely figure of investment in fixed capital it shows that eithor 
our working hypothes:is underestimated the amount of savings, .on 
stocks were run down, or, finally, the budget deficit was not 
"genuine", i.e. a part cf it was not due to actual expenditurc. 
but to increase in advances given to contractors. 


The said comoarison of savings and budget deficit is 
given in Table VI. The negative balance of payment on current 
account has been evaluated on the basis of the balance of trade 
and a crude estimate of invisible items. 


Table VI. 
Comparison of.Savings and Budget Deficit in the 
first half of 1939 and 1940. 
First ¢ of 1959. First $ of 1940. 


& millions per year. 


Savings 671 755 

+ Negative balance of payment 35 350 

: 706 1105 

- Budget deficit - 52 -1278 
Available for private home 

investment 654 - 173 


Let us first consider briefly the level of private home 
investmant in the first half of 1939. It agrees very well with 
Mr. Clark's estimate for private investment in the first quarter 
of 1939, which was according to him £152-millions, or £608 mil- 
lions per year. The private home investment was higher by the 
amount of the negative balance of payment. This having been 
estimated above at £35 millions the private home investment makes 


£643 millions. 


2. Turning now to the rirst half of 194, it must be remen- 
bered that the amounts »vai.lebie for investment are gross of 
depreciation and maintener.ce, which according to Clark may be 
assumed at £400 millions. It is thus rather unlikely that the 
gross private home investment fell in the first half of 1940 
below, say, £250 millions. Since the amount available for home 
private investment we arrived at = -£173 millions, a gap of about 
£400 millions appears which must be accounted for by factors 
mentioned briefly in the preceding paragraph. We are now going 
to consider them in detail. 


There is first the possibility that ine propensity to 
save was hisher than accorcirg to our hypothesis. We assumed 
the rate cf savines of workers and small salavy earners unal vercd. 
because their real income did not change. jowever, in spite cs 
that they could have been saving more owing to psychological 
factors. Their pre-war rate of savings being of the order of 


Sn eS an I oT a es AIS LAG TOADS IE ce PADS Be EI 
4 Pritchard & Wood Commercial Barometer, June 1939. 
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£100 millions it is difficult to believe that the extra saving was 
more than this amount. . 


As to "other incomes", the psychological factors inducing 
to save more could have been, as already mentioned above, easily 
counterbalanced by “buying for investment". We shall therefore 
assume that the possible total extra-saving is of the order of 
£100 million, the more that this amount is rather high for working 
class extra-saving alone. 


There may arise here a question whence come the subscrip- 
tions of National Savings Certificates and 3% Defence Bonds which 
amounted to £160 million in the first half of 1940, or £320 mil- 
lions per year. . To a great extent, however, this may result from 
aiversion of "new" and "old" savings from other types of investment 
(not necessarily by people with incomes below 2250). As an 
instance may be indicated funds usually finding their way into 
Building Societies in either increasing the amount of shares and 
deposits or as repayment of advances on mortgage. In 1938 this 
flow amounted to £120 millions. Grants of new advances by 
Building Societies seem not to have been considerable since the ; 
outbreak of war (inter alia because of the slump in house buildin;.’. 
On the other hand they seem to have been hard pressed by withdrawe 1: 
(the symptom of this is the ruling introducing a 6 months’ notice 
for withdrawals of deposits). From this may be concluded that a 
considerable part of the normal flow of funds into Building Socie- 
ties is diverted into direct investment in National Sayings. 


3. Even if there actually was an extra-saving (resulting from 
increased propensity to save) of £100 millions, this still leaves 
"uncovered" £300 millions out of the "gap" of £400 millions. We 
shall next consider another factor which is likely to have accoun- 
ted for it, namely that not all the deficit in the period consider- 
ed was "genuine". That this was probably the case may be seen 
from the trend of the expenditure on supply services: 


Table VII. 
Expenditure on Supply Services. 


£ millions per month. 


First quarter 1940 140 
April 1940 156 
May Wy 160 
June ty 297 
July Y 257 
August " 337 


a a eS 8 

1 This may be corroborated in the following way. The wage and 
small salary bill increased from £2440 millions in the first hal? 
of 1939 to £2740 millions in the first half of 1940 - i.e. Dy-136 
Now the retail sales as given by the Bank of England increased 
between these two periods by 5%. If the discrepancy between 
these two percentage increases were due to extra saving this 
would amount to £170 millions. However, the rise in the retail 
Sales of the Bank of England sample by only 5% is a result of 
much greater increase (by about 40%) in all districts. except 
London and a drastic fall in Central London and the West znd. 
Now it is rather likely that evacuees who were previously cus- 
tomers of department stores in the latter districts shifted 
partly their purchases to independent retailers, which are much 
less strongly represented in the Bank of England sample. There- 
eat millions is very likely to be an overestimate of extra 


There was a sudden jump in the expenditure on s a 
services in June. It is very unlikely that the Ser amentrdine 
value of production increased in the same proportion. A consider- 
able part of the increase must have been rather absorbed by 
advances to contractors; this revolving fund must have risen 
strongly in connection with the expension in "genuine" expenditure. 
(That this was actually the ease is conrfinmed by the falling ficure 
of expenditure in July.) We shall assui that, say, only a half 
of the May to June increase in expenditure was "genuine", which 
ae es ee EEE figure of deficit by about £70 millions, 

€ corresponding annual ra al i 
round figures £150 eiibions: 2 ppm Ate oer ee 


4. Out of the gap of £400 millions it remains still to ex- 
plain £150 millions. This figure, taken for what it is worth, 
must be accounted for by e reduction in stocks or “extra profits", 
By the latter we mean an excess of actual “other incomes" over ths 
figure calculated froin our regression equation resulting from an 

abnormal" rise in prices due to inelastic supply, i.e. to shortas2 
of labour, raw materiais, or plants. Both iactors are "“infle- — 
tionary"; “excess profits" ere really the essence of inflation, 
while destocking, though it provides a breathing space, cannot go 
on for ever and must after a certain time end in an "abnormal" 
rise in prices. 


te It must be stressed, however, that the relevant amount of 
£150 millions is reletively small and its value most uncertain. 
It may actually be both greater and smaller, owing to errors in 
. the figure of employment on which our calculation is based, to the 
approximate character of our regression equation, and to the 
uncertainty as to the actual valuc of private investment in fixed 
C¢@pital, of extra-saving, end of 'zenuine" deficit. The balancea 
judgment would be, I should think, that if the situation in the 
first half of the year was to a certain extent “inflationary" it 
,.was not acutely so. 


5. The war financing in the second half of this year is 
actually beyond the scope of this paper. However, the develop- 

- ments in July and August. differed so rch from the situation in 
the first half of the year that a brief; outline of them seems 
desirable. As may be seen from Tablc /II, the expenditure on 
supply services was on the average at the June level and this 
stabilisation suggests that the expenditure was probably "genuine". 
The total deficit in the two months in question was £429 millions, 
the direct taxes £97 millions, which makes altogether £526 millions, 
or £3150 millions per annun. Now direct taxes in the first half 
of 1940 were £918 millions per annum (see Table V) and the budget 
deficit in this period £1278 millions per annum (see Table VI). 
Allowing for our assumption that £150 millions of the expenditure 
(per annum) was not "genuine" we reduce the deficit figure by this 
amount and so arrive at £1128 millions per annun. The annual rate 
of "genuine deficit and direct taxes taken together was thus in 
round figures £2050 millions. It follows that _the annual rate of 


the budget deficit and direct taxes in July-August period exceedea 
the corresponding figure in the first half of the year by £1100 
millions. 


Since the rise in the negative balance of payment or in 
savings of people with incomes below £250 could have covered but a 
fraction of this increase, a great part must have been proysdee by 
an expansion of "other incomes" or running down of stocks. 
ee as ee 
4 Unless in Government expenditure are included huge payments to 
the U.S.A. for future deliveries. — r 
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Now taking into account that wages in the period July- 
August were about 5% higher than the average of the first half of 
the year, we find that our regression equations require a rise in 
employment by one-third in order to secure a rise in "other in- 
cones" calculated from them ot £1100 millions. Since it is quite 
certain that a rise in employment of this order is out of the 
question (even allowing for overtime), it is clear that a substan- 
tial part of the £1100 millions increase in deficit plus direct 
taxes-must have been covered by “extra profits" (as defined above 
and/or running down of stocks. This means that inflationary 
factors which were probably of no great importance in the first 
half of the year gathered momentum in the third quarter. 


Vv. Who paid for the war?. 


4. This question is frequently ansysred by calcmlating 
approximately the burden of direct and indirect taxation upon the 
poor and well-to-do. Such a setting of the problem is, however, 
definitely too narrow. If the cost of living increases owing to 
the rise in freights due to longer trade routes and higher cargo 
insurance, it is just as genuine paying for the war as that invol- 
ved in additional duties on beer and tobacco. On the other hana 
it is impossible to consider all the rise in the cost of living as 
paying for the war because a part of it is due to and offset by 
the rise in wage rates. I should think that the best approximate 
afswer to the question may be given in the following way. 


In the first half of 1940 both employment and wage- and 
tax-rates were higher than in the same period of 1939. We may 
calculate by means of our regression equations how great would be 
_the wage- and small salary-bill and “other incomes" (net of direct 
‘Gaxes) if wage- and tex-rates were at the level of the first half 
of 1939. We then deflate the wage- and small salary-bill and 
“other incomes" (as estimated above) by the appropriate cost of 
living index so as to obtain their value at the first half of 1939 
prices. The former calculation shows how much incomes would in- 
erease owing to the rise of employment only, the second how much 
they changed in "real" value. The percentage paid for the war we 
determine as that by which the latter figures fall short of the 
former. The metnod is a little complicated, but the actual cal- 
culations carried out below will, I hope, make the matter clearer. 


2. We start with wages and small salaries, Their aggregate 
value in the first half of 1939 was £2440 millions (see Table IV). 
For the level of employment in the first half of 1940 and that of 
wage-rates in the first half of 1939 our formula gives £2570 
millions. (The rise from £2440 millions to £2570 millions measures 
actually the increase in employment provided that labour units are 
weighted according to their pay. ) The actual value of the wage- 
and small salary-bill in the first half of 1940 was estimated above 
at £2740 millions, while the Ministry of Labour cost of Jiving, sineos 
increased from the first half of 1939 to the first half of 1940 b» 
16%. Thus the real wage- and small salary-bill at prices of the 
' first half of 1939 was £2360 millions. Now the percentage the 
workers and small salary earners nay for he LG yt of their 
income 1s, according to our definition, 2070-8368 = 8%, measurir; 
the default of their real income in war in 2970 respect to what they 
dees obtain at the actual level of employment with pre-war wage- = 
rates. 


SS a et ee 

4 It may be objectsd that prices would have risen Owing to the mere 
increase in employment even in peace-time conditions. The ris. 
of employment in question being, however, only 6%, and employme: ; 
not quite "full in the first half of 1939, this factor is not. 
likely to be important. 


Site 


3. We shall apply the same method to "other incomes‘. The 
problems arising here are, however, much more complicated than.in 
the case of the wages and smalJl salaries. The figures of "other 
incomes" established above do not include incomes from overseas. and 
interest on National Lebt: on the other hand they are gross of 
direct taxes and depreciation. 


To make the relevant adjustments we must: first agree what 

to consider direct taxes paid in the first half of the year. It 
_. does not seem to be correct to take into account the -mnount actually 

paid because it is "too high" on account of seasonal factors and 
reflects conditions rather of the preceding year than of the current 
period. I think it a reasonable assumption to take for the measure 
of direct taxation burden for the first calendar quarter one-quarter 
of the direct taxes actually paid in the financial year ending on 
the respective March 31st, and for the second calendar quarter one- 
quarter of the direct taxes anticipated in the new budget statement, 
The figures given in Table VIlIlare calculated according to this 
principle. 


For -ineome-trem overseas. in. which.no. great change could 
have occurred from the first half of 1939 to the first half of 1944. 
the same amount is taken for both -periods. The pre-war depreciaticr 
is taken as £400 millions, that in the first half of 1940 as eH 
£450 millions, to allow for the rise in prices’ of investment goods', 


In Table ViItwe compute (a) the aggregate net "other incomes" 
in the first half of :939 ond 1940; (b) the same incomes calculated 
on the basis of wage- snd tax-rates in the, first half of 1939 and-: 
employment in the first nalf of 4940. : ; : 

“Table VIII. | ay 
Net “Other Incomes". Calculated on the 
; ‘basis -of employ- 
Estimates of actual amounts ment of first ¢ 
i ; ; of 1940 &Wage- 
in the first in the first & taxe-rates of 
half of 1939 half of 1940. first 3 of 1939. 
£ million per year. 


"Other incomes (home- 


produced) 2640 2970: 2820 
+: Income from‘overseas + 235 + 235 + 235 
+ Interest on National] 
* Debt + 216 + 220 + 216 
- Direct taxes ; - 540 ~ .- 657 - 540 
- Depreciation - 400 - 450 - 400 . 
Net “other incomes" 2144 2318 2321 


2H In order to bring our calculation to an end we now need only 
the price index for deflating net "other incomes". The cost of 
living of people with incomes over £250 changed, as mentioned on 


* = * . - . - . - 
4 The. prices.of.fron and Steel increased from the first half of 1950 
- to the first half of 1940 by 15%, Building Materials by 42% (both 
-‘aecording to the Board of.Trade indices). Engineers’ wage-rates: 
increased by 5% between September 1939 and March 1940 (see Change: 
in Wage-Rates and Earnings in 1939-1940, Beonomic Journal July-_ 
_ September, 1940, p.154). tat ae ta 
2 Actually direct taxes, should be, assumed higher because so are the 
incomes.’ “However, it’ follows from figures given in this year's 
April budget statement that the rise in taxes which would ensue 
from a rise in incomes of this order would be small and thus may 


be neglected here. 
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p.- 11, less than that of the Ministry of Labour. We assumed there 
that the increase in the former is something like two-thirds of 
that in the latter. Tae Manistry of Labour index rose from the 
first half of 1949 tu whe first half of 1940 by 16%; thus for the 
cost of living relevant for higaer incomes we obtain on the above 
assumption 11%. (Tuis figure being very uncertain, we give below 
also the flinal results obtained under assumption of a rise of the 
relevant cost of living by 13%). The @4Lficulty of deflating 
net “other incomes" is that they includs a considerable amount of 
savings chiefly in the form of undistributed profits. The most 
natural index for deflating this item is the cost of finished ; 
investment goods. According to the footnote (1) to p. 17, their 
rise seems not to differ much from what we obtained for the cost 
of living relevant for higher incomes. Thus we shall calculate 
the real net “other incomes" at prices of the first half of 1939 
by deflating £2318 by 11 which gives £2095. The percentage paid 
for the war from “other incomes" is then, according to our defini- 
tion: 2321 — 2095 = 10%. 
2321 

If for the increase in the cost of living relevant for 
one incomes we adopt 13% instead of 11% this percentage becomes 
11.5%. 


It must be noticed, however, that it was assumed in this 
calculation that the actual level of “other incomes" in the first 
half of 1940 coincided with the amount obtained from our regression 
equations. In fact the former could have been higher than the 
latter owing to "extra profits" (see p. 15). If this were the 
case the percentage paid for war from incomes over £250 would be 
lower than established above. 


It is at any rate clear that the poor pay for the war a 
percentage of their incomes which is much nearer to that of the 
rich than is usually supposed. 


M. Kalecki. 


COMPENSATION FOR E. 


The view which seems to underlie the Government's attitude 
to the problem of compensation for war-damage - if the Prime _ 
Minister's statement is a correct expression of it - is an 
instance of loose economic thinking which, if uncorrected, may do 
serious social harm and thus weaken the war effort. Its recon- 
Sideration is, therefore, of considerable importance. 


In the words of the Prime Minister: "This (800 houses in 
August) is very different from the estimate of damage given to 
the Weir Committee which considered and decided against the possi- 
bility of an insurance scheme against air raid damage to property 
+-+eeT have therefore asked the Chancellor of .the Srchedues to 
consider the best way of making such a review..." This state- 
ment implies that in the Government's view the extent of compen- 
sation is a financial problen. If the damage sustained by 
citizens and firms in this country is small relatively to the 
total wealth of the country, compensation can be considered. 
Should the damage exceed a certain limit no immediate full conm- 
pensation can be considered. This view was expressed by the 
Weir Committee when it rejected the establishment of an insurance 
scheme for property. : 


The problem has to be considered under two headings. 
First there is the question of the nature and consequences. of tho 
damage sustained. Secondly we must analyse the financial 
implications of compensation. 


1 Tas Tiwes, Septanner 414th, 1940, 
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‘ 
War damage, from thé "real" (non-fi 
is of twotoid charauter - ( pueoaeet Palntses vise: 


te tne toss ci vupital suutsmeni 
the 19s Of stocks oY (especially durable) consumption goods. 
Houses will. be treate. under this heading, 

(a) The Joss of capital equipment immediately impairs the 
earning capacity of its owner, This also implies an equivalent 
reduction of the real income of the nation. The monetary equi- 
valent of this loss, if not imediately repaired, is likely to be 
greater than the interest on the capital sum required to repair 
the damage. It is unlikely that the factory is a complete "real" 
loss, though as long as repairs are not executed it may and 
probably will be a total financial loss. It is much more probable 
that only parts will have to be repaired to restore earning 
capacity. 


It is obvious that all damaged plant cannot be restored ‘to 
the pre-war level, because the repair would prejudice more impor- 
tant production. Nor is there any justification for such full 
immediate restoration. The country would have to go without the 
products of many of the plants destroyed, even if they had not been 
‘damaged, because of shortage of labour and raw-material. Thus 


he limiting factor is not finance, as the Government view suggests, 
but the,size of our productive equipment relatively to the urgenc 
of the aancgas on it in the narrowest bottleneck. 
The question is whether, given the impossibility of execut- 
ing repairs fully, there is a case for Government compensation. 


We mast consider the two cases separately. First the case where 
repairs are allowed, and secondly that where they are prohibited. 


(1) The belief, which is apparently widely held, that the 
Government and the community can "escape" paying for the damage 
sustained, merely by refusing to compensate entrepreneurs directly, 
is false, provided repairs are undertaken, The amortisation both 
“of the lost and replaced equipment are legitimate charges in the 
case of Government orders. In the case of production for civilian 
needs the entrepreneur can also shift the incidence on to the con- 
sumer. The compensation is then paid in the form of a rise in 
prices, i.e., indirect taxation, a procedure which is obnoxious, as 
its incidence is not regulated consciously but depends on the 
hazards of bombing, surely a wrong criterion. 


In case of air-raid damage to factories devoted to essential 
production, whether military or civilian, if the factory can 
economically be repaired, direct and immediate Government payment 
is the best method of compensating the owner. It is the only 
method which guarantees immediate repairs even in factories which, 
though‘essential, are owned by financially weak concerns. 


(2) What should be the attitude in the case of factories 
which represent a total loss or those where repairs must be pro- 
hibited as they are not essential,(the classification depending 
on the relative demand-supply position)? Is there a case for 
refusing compensation for financial reasons? 
 —— 
4 Quite apart from the fact that the non-bombed faetories reap 

an unjustified profit as prices rise to cover the loss of the 
most seriously injured factories. The State, of course, suffers 
a loss as the damage is a legitimate deduction against excess 
profits, which are taxed 100 per cent. 
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With growing damage - i-é., with growing scarcity of 
supplies - it will be necessary to control directly purchases of 
repairing material and demand for repairing labour, for otherwise 
even non-essential factories will be - as their financial strength 
increases pari passu with the scarcity of supplies - able to 
undertake repairing to the detriment of the repair and maintenance 
of essential works. A mere refusal of granting compensation 
does not ensure the efficiency of the war effort. Direct control 


is nécessary, 


Once such effective control is established there is a 
_ strong case for immediate compensation. This would merely enable 
the recipient to fulfil his contractual obligations and/or to 
replace his income from the destroyed asset by the interest on 
the compensation payment. Total National Debt would indeed rise. 
Meanwhile the real income~producing capacity of property owners 
might be instituted, It might be called an insurance premiun. 
The inevitable loss would thereby be spread. No final decision 
can be taken at present about eventual real repair and replacement. 
Hence all compensation payments, though they should be full at 
present prices, mist have a-clause whereby the loser can eventually 
claim further payments should prices have risen by the time he is 
allowed to make the effective repair. As the money value of 
property left intact would also have risen this does not imply 
any hardship for the owners who escape- damage. Having put 
repairs under direct control there is, therefore, no reason to 
refuse immediate compensation even in these cases. The increase 
_in the National Debt is merely an acknowledgment of the fact that 
ve real asset has been destroyed by the enemy. The payment 
effected does not increase demand by the total capital sum but 
only by the interest on it. This represents no new real burden 
on thé community provided the g7etcn of taxation is adequate, as 
it is a mere transfer payment. The conclusions of the Weir 
‘Committee seem to be based on fallacies. 


‘ Had industry been compulsorily pooled in Government can= 
trolled and financed holding companies all these problems could 
‘have been equitably and smoothly solved. 


(b) The loss of consumption goods poses a slightly different 
problen. The rich are likely to replace at least their most 
important losses. The problem is whether poor people should be 
enabled to replace theirs. This again will depend on the 
availability of the product in question, not on financial considera= 


tions. in present conditions it would therefore seem advisable 
to ration severel roducts which are likely to become scarce as 
the war proceeds, to accumulate considerable reserves withheld 
from people not urgently needing them (furniture, blankets). 


: _. Financial compensation can only be envisaged if the total 
expenditure of all individuals is limited. Otherwise payments 
would ‘tend ‘to be strongly inflationary.: A maximum limit could, 
moreover, be set on damages of this character, as full compensation 
for luxuries though logical, is socially repugnant. 


T. Balogh. 


; : : 
4 That this does not change the position is clear: if no co 
: : ensa- 
oe ts pear National Debt remains unchanged and the caxeuis 
pacity shrinks.. In this case the 
Perens ickEee unequal incidence would not 
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NOTE ON THE FRENCH POSSESSIONS IN SOUTH & CENTRAL 
AVIA, 
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“The French co.oniss in the Western. Hemisphere are: 
Guadeloupe, Martiniogue (doth in the West Indies) and French Guiana 
on the South American mainiand, The agreement with the United 
States regarding naval bases. in that region has focussed interest 
on the fate of these French possessions. 


qi. Guadeloupe hes’ an area of 583 square miles with a popu- 
lation of (04,239 (census of 1936). The island became French in 
1634. It is situated in the Leewards Islands of the Lesser 
Antilles. The principal town is Basse-Terre with 13,638 inhabi- 
tants, and the best harbour is Pointe=a-Pitre with 43,550 inhabi- 
tants. - There are 5 other 5mall islands which are considered as 
Dependencies. The colony is under a Governor and an elected 
council and is represented as one of the "old" colonies in the 
Parliament of the -other-country, by a senator and 2 deputies. 

The chief products are sugar, bananas, coffee, rum, cocoa, vanilla 
and other similar products. Potatoes, manioc, tobacco, vegetables 
are grown for iccal consumption only. S 


Guadeloupe: Value. iimports and Exports by Countries of Origin 
_. sid Destination, 1936 and 1937. 


Guadeloupe: Quantities of ucports of Principal Articles, 
= i 1956 and 1937. 


Sugar 
Bananas 
Coffee re AWAD, 


Cocoa 103 
Vanilla 13. 


“Rum = (hls) 404,546, 


2. Martinigue is an island in tne Windward Group of the West 
Indies. It has an area of 385 square miles and a population of 
246,712 (Census of 1937). Here as well as in Guadeloupe the 
‘proportion of whites is small. The capital and chief city.is 
Fort-de-France, which has 52,000 inhabitants. The island became 
French in 1635, was several times in British possession, and was 


restored to France in 1814. 


r an ‘Martiniqne 
Forei Trade, In 1938 the total value of shipments to Mart 
was 6,750,000 dollars, comparing with 8,656,000 dollars in the 
receding year, France was both the primary source of supply | 
ee finished articles and industrial products being imported) / 
and the most important custcmer. 


e 
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Foreign Trade of Martinique by Countries, during 


4937 and 1938. 


QUANTITIES 
Imports and Exports of Principal Commodities. 


Dressed Wood 
Cement 
Cotton Goods 


EXPORTS: 


Sugar 
Bananas 


Rum (hls) 4025955 


As the economic system of both islands is dependent on 
exports of a few staple products, the situation in Europe affected 
them very severely. The United States may. fill the gap by taking 
a certain quantity of fruit, rum and sugar. United Kingdom goods, 
cheap cottons for instance, could be bartered for the island's 
produce. 


Se French Guiana. This colony is situated on the North East - 
coast of South America. The area is about 34,740 square miles; 
the population according to the 1936 census was 31,000. 


The chief town is Cayenne with 11,704 inhabitants. The 
other communes have 11,994 inhabitants. These figures are exclu- 
sive of the penal settlement, the miners without fixed abode, 
officials and troops. The colony has a Council General elected 
by French citizens resident in French Guipna, and one deputy is 
sent to the French Parliament. 


The country is rich in many kinds of timber. Agriculture 
is very little developed; the main crops are rice, maize, cocoa, 
bananas and sugar-cane. Gold mining is the most important industr:. 


VALUE OF FOREIGN TRADE OF FRENCH GUIANA IN 1937 and 19388. 
1937 
Imports Exports EE ports |} 


52.7 36.9 
64.7— 97.3 


% =- 23 = 
Diary. Three Weeks ending 21.9.40. 


Finance. _The budget deficit in August amounted to £248 millions, 
and was financed chiefly by the increase in floating debt (£163 
millions) and by the sale of 23% War Bonds (£57 millions) ana 
National Savings Certificates and 8% Defence Bonds (£25 millions). 
Of the rise in floating debt only £10 millions was provided by 
tender bills, while the remaining £153 millions was provided by 
tap bills and Ways and Means Advances. 


This peculiar development gave rise to comments attributing 
to Government Departments a share of more than a half in financing 
the August deficits This seems, however, extremely unlikely. 
Taking into account the present state of the balance of payment it 
is difficult to imagine that the sales of gold and dollar securities 
by the Exchange Equalisation account exceeded £40 millions. Even 
if there is added the contribution of the Savings Banks, Insurance 
Funds, etc., the share of Governnent Departments is still unlikely 
to reach much over the £50 millions nmeork. Thus about £100 millions 
cannot have besn absorbed by Goverment Departments unless these 


sold some securities to the market. The latter seems improbable, 
since it would mean a competition for sales of 24% War Bonds by 
the Goverhuent. The only remaining solution is that the banks 


(which did not lend to the Government in August uny Treesury 
Deposits RKeceipts) bought from it a huge amouit of tap bills. 

True the meney market assets of Clearing Banks increased in August 
only by £17 millions (and as :rentioned above, tender bills rose 
by £10 millions) but it could yell have hepvened that running off 
tender bills were replaced in ban: portfolios by tap bills, 
while pro tanto more new tender bills were kept by the discount 
marxet. Since the "golden rule" of the Authoritics seems to be 
not to exceed £65 millions in the weekly tender, which is now just 
sufficient to keep tender bills at their present level, such a 


development seems inevitable. The banks muct lend to the Govern- 
ment either in the form of Treasury Depocit Receirts or by buying 
tep bills. And if, as seems now to be tne crise, a considerable 


amount of funds returned to the market by Government expenditure 
is not accumulated as bank deposits/in the form cof short loans or 
pills, a shift of tender bills from banks to the discount market 
must take place (another alternative is a reduction of the short- 
loans of banks to the discount market). 


As mentioned above the Clearing Banks' money market assets 


rose in August only by £17 millions. Investments increased 
relatively greatly: by £24 millions, which was offset partly by the 
fall in advances (£13 millions); cash was up by £11 millions. To 


this corresponded a rise in net deposits (after deduction of 
deposits with other banks) of £39 millions. 


Commodities & Industries. 

Tron & Steel. Output in the main centres remains at a high 
level, maintained there in some cases by the use of unusual mixtures 
of materials. There are good supplies of scrap iron. A solutior. 
to the labour problem in the Sheffield area is gradually being . 
found in the absorption of all available extra labour instead of in 


the extension of the working day of those already employed. 


Armament material still makes the first call on output, but 
large quantities of railway, colliery, generating and chemical 
plant andequipment are being made. 


The Ministry of Supply is said to have authorised the 
allocation to home consumers of tin plate for October of an addi- 
tional 25% above their July consumption. This is to cover secon- 
dary tinplate, the accumulation of which (largely due to the faci: 
that the official home price for both prime and secondary tinplate 
is 26/- per basis box f.0.-truck) has been causing some concern 1m 


Three weeks ending 21. 9 40, 


official circles. It is hoped that home consumers will now 
switch some of their demsnd from prime to secondary plates. 
Deliveries of the former are now about one million boxes behind 


the official allocations, 


In the second week of August, Welsh tinplate producers 
booked orders for 204,133 basis boxes (against. 189,084 in the 
previous week). Of this quantity 89,029 were on export account, 
as compared with 105,773 in the previous week. The general 
export price has eased by 6d to 27/6-28/-. 


Tin. The main feature of the position continues to be the 
extraordinary disparity between the cash prices of the metal in 
London and New York. 


The agreement of the U.S. Gevernment with the I.T.C. for 
the purchase fee a war reserve) of all available tin at 50 cents 
per lb. c-i.f. America, was expected to fix a minimum price in 
London, allowing for freight differential etc., of about £265 per 
_ ton. Instead, the decline in cash tin at London continued until 
September 17th, when at £239.10. the price was the lowest since 
February, and the period has been marked by very small, daily turn- 
overs. At the same time the effect of the American agreement has 
been virtually to insulate the London market, 


The reasons given for the fall in the London price include 
he scarcity of export licences, reducing effective export demand, 
and the fact that tin is one of the few.commcedities outside the 
war risks insurance scheme. This has discouraged the holding of: 
more than minimum stocks by domestic consumers. 


Measures are being demanded for the susport of the London 

ern os ‘It is urged that the Government shouid buy tin for a war 

eserve, at the same time avoiding the loss of Rolivian good-will, 
which might be induced by a continued low London price. Romours * 
that ‘such purchases were to be made, and that export licences were 
being granted more freely may have been responsible for the slight 
“recovery which has taken place since the 18th. It is also held 
that the Buffer Pool, having obtained a large cash reserve by the 
sale of most of the 10-15,000 tons of metal which it held last year, 
Bhould raise its operating limits from £200-230 to £250-300 and 
intervene to support the London market. 


Of some long-term importance for the British industry are 
persistent rumours that an attempt is once more to be made to make 
America independent of Far Eastern tin by the establishment of a 
smelter in America to deal with Bolivian ore. Previous attempts 
to do this have failed because of high costs in America. Inter- 
ested sources are also pointing out that 100% E.P.T. is having 
serious effects on the short-lived alluvial mines in the Far East, 


TExtsalepe 
the Manchester Exchange reports continue to be disappoint 
indicating little export business in cotton cloths: An ores Msp 
58,000,000 sandbags has been placed with the India Jute Mills 
Association by the British Government for delivery between October 
and De eeeer: Turing the last year 700,000,000 sandbags have been 
supplied. 


Wholesalers and manufacturers whose names are on the cotton, 
rayon and linen register of the Board of Trade may, under licence, 
exceed their "quota" in cases where retailers' stocks have beer. 
damaged or destroyed in air-raids. 


Three weeks ending 21.9.40. 


Cotton. The spot price of American middling cotton at Liverpool 
has risen steadily since the Mine minimun of 7.25 pence per lb., 
and on September j3th it was 8.31 pence per lb. Fully good fair 
Egyptian Giza 7 reached a record of 13.37 pence per lb. on August 
~30th, and a fortnight later stood at 13.05 pence, 


; The United States. Department of Agriculture estimates a 
erop for 1940 of 12,772,000 bales in its third crop report of the 
season. This is 1,343,000 more bales than the August estimate 
and compares with the final 1939 figure of 11,817,000 bales. The 
announcement of this surprising jump: did not have any marked 
effect on Liverpool prices, which now depend very much. on the 
shipping space available for cotton imports. 


Wool. The Wool’ Control has announced an increase of about 4% in 
the issue prices of wool and about 6% in the prices of tops. Tas 
May it.was stated that issue prices for export in fabric would be 
maintained until February 28th, 1941, for export in yarn until 
December 3ist, 1940, and for home civilian purposes until October 
_Sist, 1940. The new prices will only apply after the appropriatc 
Gates, and in turn will remain in force until January 30th, 1941, 
April 30th, 1941, December 31st, 1940, respectively. The official 

, reasons. for the increase are additional freight and war risk .— 
charges. ; 


The Wool Control has introduced an amended scheme: for the 
disposal of coloured noils at somewhat lower prices than those 
lately in force: as stocks of such ‘noils: have tended to accumulate. 


The Control aiso announces& a scheme whereby priority of 
supply of blankets may be obtained by hospitals, institutions, 
public bodies of various kinds, and railway and shipping companies. 
The “normal channels cf trade" are still to be -used, : 


Rayon. The Rayon Preducers' Association announces that rayon 
yarn prices which were raised 3d. per lb. on September 2nd are to 
be increased a further 2d. per lb. on October ‘ist. This second 
advance may cause uncertainty in export quarters whether a full 
5d. rebate may be obtained for exports invoiced after October 1st. 
(The Rayon export group had already offered a 3d. per lb. rebate 
for rayon yarn used in goods exported after November 30th, 1940). 


Export figures in general are now said to be more satisfac- 
tory after the poor conditions of recent months. : 


Communal Feedin, o 


The intensified recent air-raids and the resulting move- 
merits of population have caused the usefulness of a system of 
communal feeding to be more generally appreciated. This is naturel. 
for the problem is now, first, to secure a steady and sufficient 
supply of food for everybody, even under conditions of a sudden 
emergency, and secondly, to secure it in such a way as to preserve 
as much as possible the durable food reserves of the country. 
Communal feeding cai do much in helping to solve this problem.  — 
Moreover, communal meals if well planned and served in an appetisin7 
way, will no doubt be welcomed by many at a time when national wors 
takes an increasing toll of their hours of leisure, and the euri.A.i | 
ment of tre:sport services makes it difficuit for people to go ums 
for a meal after or during working hours. 
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For communal meals to serve their purpose it is essential 
that they shovld be adapted to suit the different physical require- 


ments of tne Peon. Coruvnal feeding will have to cater for at 

leest two ,roups: va the one hand for those who are physically very 
active and have a sirong Cigestion, end on the other’ tor sedentary 
workers, women and children, This second group will require meals 


containing a relatively high percentage of protein, vitemins and 
minerals, as compered with their total. calorific value. This does 
not imply that it would be necessary to prepare daily at least two 
fundamentally different meals. The calorific value of the “besic" 
meal could easily be enriched by the addition of, say, dumplings, 
savory pudding, additional thickening to soun;, or even an addition- 
al helping of potatoes. To prevent those who only need the 
smaller meal from asking for the bigser one and wasting part of it 
a small differentiation in price could be introduced to act not as 
an economic but as a psychological deterrent. 


Communel feeding in a sudden emergency caused by enemy 
action may not be able to provide scientifically balanced meals; 
put,better than any other form of food supply, it can give to the 
people satisfying meals (even if only cold ones) and at the same 
time prevent squandering the nation's durable food reserves. aids 
there exists already a well-established system of communal meals 
it will be much easier to cope with any such emergency than if the 
problem has to be tackled more or less ad hoc. 


The special difficulty of supplying children in war-time 
with a sufficient and well-balanced diet is widely realized. And 
if for the sake of maintaining the nation's health the general 
introduction of communal meals is desirable for adults it is even 
more so for children. The best means of making sure that the 
children obtain the foods essential for them is by supplying them 
with a meal at school. This may be according to necessity either 
a "full" meal providing a substantial amount of calories, or else 
a "supplementary" meal supplying in some form or other a daily 
ration of vitamins end minerals. Such a "supplementary" meal 
should, as far as nossible, be given to all children at school. 

For even if there is no shortage of vegetables, many of the chil- 
dren get few or none at all at home, or get them prepared in such 

a way as to be of little nutritional value; and, of course, the 
situation js aggravuted when vegetables are scarce and dear. 

And there can be no sounder investment for the nation as a whole , 
than the money spent on insuring the health of the future generatim 


OE 


1 This has now been realised by those catering for the women's 
units in the army. * 
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EDITORIAL NOTE 


This is the first printed issue of the BULLETIN and it is hoped that 
those receiving it will be able to subscribe for further issues. The 
experiment of producing it in this form, which is easier to read and 
saves the paper used on each issue, cannot be continued unless we 
are able to build up a sufficiently large paying circulation. Sub- 
scriptions should be sent to Basil Blackwell, 49 Broad Street, 
Oxford; the cost of each issue is 1s., and of a yearly subscription 
(three-weekly issues) 155. 

The views and recommendations put forward in signed articles 
are those of the respective authors, and not necessarily those of the 
Institute of Statistics or of the Editor of the BULLETIN. 
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THE ‘MYSTERIES’ OF THE MONEY MARKET 


1. In the reviews of the London Money Market there prevails 
generally an idea that the floating debt, except the part absorbed 
by Public Departments, is financed by ‘creation of credit’ by banks, 
and any discrepancy between the rise in floating debt and in bank 
deposits is attributed to the role played by Public Departments; 
although for this reason they must sometimes (as, for example, 
recently) be endowed with a fantastic lending capacity. We attempt 
here to show that these ‘mysteries’ are nothing but a result of a 
wrong .theory. 

2. The funds borrowed during a certain period, say a month, 
against Treasury bills (or Ways and Means Advances) in so far as 
they are not used to increase the Public Deposits, are ‘returned to 
the market’ by Government expenditure in the same period, and 
are eventually invested in the Treasury bills issued. A part of these 
funds find their way into Public Departments—the Exchange 
Equalization Fund if it is selling gold or foreign securities, the Issue 
Department of the Bank of England in the case of increases in the 
note circulation, the Savings Banks, the Unemployment Insurance 
Fund, etc.—which acquire Treasury bills (or grant Ways and Means 
Advances). The rest is used to increase deposits in banks, to repay 
bank advances, to grant new loans to the discount market, and 
finally to acquire Treasury bills directly. On what depends how the 
funds returned to the market by Government expenditure ar 
divided between these categories? ee 

First let us consider bank deposits. These consist of the current 
and deposit accounts. The changes in the former are chiefly deter- 
mined by those in the volume of transactions. A certain influence 
may also be exerted by the short-term rate of interest; for if it is 
low one will on the whole afford the convenience of having more 
ready cash and not bother to convert it into an earning asset. But 
if both the volume of transactions and the rate of interest are stable 
there is no reason to use the funds returned by Government expendi- 
ture to increase current accounts. 

This may seem to be in contradiction with the theory that banks 
are able to increase their deposits by, say, buying bills in the 
market. It is not. For by doing so the banks reduce the short-term 
rate of interest and so induce to hold more current accounts, but 
they cannot succeed in expanding the latter while keeping this rate 
stable. If this is the case the funds returned to the market by Govern- 
ment expenditure will be used to increase current accounts only in 
so far as more is needed owing to a greater volume of transactions. 
If, for example, the output and prices are stable, however great the 
rise in the floating debt, current accounts will not increase. 

There exists, of course, the possibility of these funds accumulating 
on deposit account, but if a sufficient margin exists between the 
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rate on bank deposits and that on loans to the discount market they 
are likely to be diverted into the latter channel. 

If bank advances are repaid, it is usually offset by banks’ purchase 
of investments in order not to allow a fall in the amount of higher 
yielding assets and consequently is without influence on absorption 
of Treasury bills by banks. 

We thus arrive at a conclusion that if the increase in output and 
prices is not so great as to cause the current accounts to rise by an 
amount which is equal to the funds returned to the market by 
Government expenditure and the short-term rate of interest is 
stable—the rest of these funds is likely to be invested directly in 
short loans to the discount market or bills. We shall try to show that 
this was actually the position during the first year of the war. 

3. We consider the development in the floating debt in three 
periods: from the end of September 1939 to the end of March 1940; 
the ‘funding period’ from the end of March to the end of April; 
and finally the period from the end of April to the end of August. 


INCREASE Fioatinc Dest CLEARING BANKS 
| Tender Bills | Tap Bills Discounts, Net} 
from the; to the ||\& Treas. Depos.|\S W. G M.| Total || Short-loans | Current 
end of | end of Receipts Advances & Tr. Depos.| Accounts 
| Receipts 
| £ Millions 
Sept. >39 Mar. 40 + 221 + 32 253 + 95 + 80 
Mar. ’40Apr. 40 — 56 — 38 — 94 se HE 19 
Apr. *40j;Aug. ’40 + 191 + 383 + 574 ap ig} + 139 


The right part of the table shows at a glance that the increase in 
current accounts played a predominant role in the financing of the 
floating debt by the banks. The differences between changes in the 
net current accounts and in the money market assets are of course 
due to changes in the cash basis and to minor changes in the deposit 
accounts and in the item advances-+investments. This is in full 
agreement with the preceding argument and also with common 
views. But what about the relation between the expansion in floating 
debt and that in the money market assets of the banks? 

4. Before we deal with this problem it is necessary to consider 
the intricate question, To what extent tap bills and Ways and Means 
Advances represent the lending of Public Departments, and tender 
bills and Treasury Deposit Receipts that of private institutions or 
persons ? 

In the period from the end of September 1939 to the end of 
March 1940 the increase in tap bills and Ways and Means Advances 


1 After deduction of balances with other banks. 
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was rather small—{42 millions. This tallies not badly with what we 
know about the lending capacity of Public Departments in this 
period. The Exchange Equalization Fund is unlikely to have lent 
much during it: the negative balance of payment was then largely 
covered by the reduction of U.K. bank balances in U.S.A. and sales 
of U.S.A. securities by British owners. In addition the Exchange 
Equalization Fund acquired at the beginning of March a consider- 
able amount of dollar securities. Other Public Departments, Savings 
Banks, Unemployment Insurance Fund, etc., may be estimated to 
have lent about £10 millions per month, which makes £50 millions 
for the period in question.1 Thus some tender bills probably found 
their way into Public Departments, but this constituted rather a 
small proportion of the total rise of this part of the floating debt (the 
latter was £221 millions). 

The moderate reduction in tap bills and Ways and Means 
Advances during April may be attributed to the participation of 
Public Departments in the 39 War Loan. 

As to the period from the end of April to the end of August, 
however, the lending by Public Departments seems to have been 
appreciably less than the rise in tap bills and Ways and Means 
Advances. Indeed, the current negative balance of payment pro- 
bably did not exceed £150 millions in the four months in question; 
since the Exchange Equalization Fund acquired at the beginning 
of this month dollar securities for about £60-70 millions, its lending 
power is likely to have been below £100 millions. If we take into 
account the £10 millions per month contribution of Savings Banks, 
Unemployment Insurance, etc., or £40 millions for the four months 
considered, and £70 millions absorbed by the Issue Department of the 
Bank of England in connection with the expansion of note circula- 
tion, we arrive at a figure of £200 millions as the maximum lending 
capacity of the Public Departments. This is still about £180 millions 
lower than the rise in tap bills and Ways and Means Advances 
(£383 millions). A part of this difference may have been due to 
sales of bonds by Public Departments, which replaced them by tap 
bills, but a substantial amount is likely to be accounted for by tap 
bills having been sold to the banks. If this is true, the private short 
term lending in the period from the end of April to the end of 
August was substantially higher than the increase in tender bills and 
Treasury Deposit Receipts. 

5. If we look now again at the table we come to the conclusion 
that in the periods from the end of September 1939 to the end of 
March 1940 and from the end of April to the end of August the 
increase in the money market assets of banks was much lower than 
private short-term lending; for it was much lower than the increases 
in tender bills and the latter were, as shown above, probably only 


'1The Issue Department of the Bank of England did not contribut i 
the note circulation not having changed during the period in eerie: anything, 
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slightly higher than private short-term lending in the first of these 
two periods, and substantially lower in the second. 

As regards the ‘funding period’ in April, there was a substantial 
repayment of the floating debt to private institutions and persons, 
while the money market assets of banks increased. This is explained 
by the fact that funding depended on people who accumulated 
liquid funds in the form of short loans to the discount market or 
bills in the preceding period. Funds used in the preceding period to 
increase current accounts could not take part in funding operations 
since other current accounts have been increased previously by just 
as much as was required by the rise in the volume of transactions. 

To sum up: In the first year of the war a considerable part of 
floating debt was financed from sources outside Public Departments 
and banks. The financing of budget deficit by floating debt is nod 
closely connected with the rise in bank deposits and bank moncy 
market assets. M. KALEcKI. 


THE TEA TRADE IN WAR TIME 


Estimates of the influence of the war on the tea trade vary con- 
siderably. The loss of continental markets, for instance, was con- 
sidered so important that it was taken as an explanation for the 
reduced export quota! and, at the same time, viewed as so un- 
important that in spite of tea-rationing in the U.K. no difficultics 
for the tea producers in placing their exports would arise. Rather 
an increase in the consumption of tea in the U.K. from 400 million 
to 500 million lbs. was expected. ? 

In the following article an attempt is made at describing the 
present position of the tea trade and possible future trends. 

Tea, one of the five leading commodities which were already 
regulated under international agreements at the outbreak of war 
(the other four being sugar, rubber, tin and copper), ranks first 
among the beverages of the world, and represents at the same time 
a drink in the production and consumption of which the British 
Empire plays a dominant role, 62°% of the world’s tea exports in 
1938 coming from and 65%, going to Empire countries. Friendly 
Allied Territory (Dutch East Indies) increases the share in exports 
to almost 80%. 

Trea Exports IN 1938 


in 00O Asien in 000 aS 
tons of total tons of total 
Ceylon eee Sa 24:0 Dutch Indies 69-0 14°8 
India and Total Allied 361-5 Ge 
Burma ...__170°9 36°5 . 
Br. Malaya 5 ‘1 Brazil Poe 6 G50 13°4 
East Africa ... 8-6 1-8 China nie. MEO 4°5 


Be, Emipice.-. 292-5 62-4 Gd. Total... 468-0 100-0 


1 Financial News, 15.7.40. 2 Financial Times, 2.8.40. 
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Tue MAGNITUDE OF THE TEA SURPLUS 


The International Tea Agreement, which was first signed in 1933 
by Associations of tea producers in British India, Ceylon and Dutch 
East Indies, and had been sanctioned as an inter-governmental 
agreement, was renewed in 1938 for another five years, with the 
additional participation of British Nyasaland, Kenya, Tanganyika 
and Uganda. The agreement provides for the limitation of extension 
of plants and for the regulation of exports. For the period April 
1939/40 the export quota was lowered from 924% to go% of 
standard exports,! but raised to 95% in October 1939, following 
substantial purchases of the British Government and in view of the 
possibility of losses during transport by enemy action. This quota 
would have brought an additional export of about 20 million Ib. to 
India, Ceylon and Dutch East Indies (compared with the previous 
year). Shipping difficulties, however, prevented the full use of the 
quota, so that exports increased by only about 8 million Ibs. Since 
the quota had not been used up in the previous year, the exportable 
surplus has increased to about 43 million lbs., in the case of Ceylon 
it has almost quadrupled. 


Export—Quoras AND Exports OF TEA, APRIL 1939/40 


Million lbs. India Ceylon D.E. Indies Total 
Carry over from 1938/39... 10-0 4°3 Vick tae 
Export Quota oe eve 30453 239°0 164-9 768-0 
Exportable... wt cea neal 243°3 176-0 793°4 
Actual Exports... sea 303:2 227°3 160-2 750°7 
Unused at March gist, 1940 10:9? 16-0 15°8 42°7 


This surplus should have been disposed of not later than May 
15th, 1940. This date was first altered to May gist, and then, under 
consideration of war conditions, no special date for the expiry of 
the 1939/40 export quota was fixed. In addition the quota was 
lowered again from 95% to go% on July gth, 1940, a reduction 
equalling about 38 million Ibs. a year. 

Tea will not considerably be affected by the blockade of Axis- 
dominated countries, which imported comparatively small quan- 
tities; the influence of the tea-rationing scheme, however, wili be 
more far-reaching. 


1 Standard exports: India ... 383 million pounds. 
Ceylon 5-25 1262 ir. a 
Dutch E.I. 174 ,, - 
* Up to the end of August 1940 the Northern India output has been almost 
25,000,000 Ibs. larger than in the same period 1939. 
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Taking the years 1933-37 as average, Great Britain 
imported bie ae 492,000,000 lb. 
retained for home consumption 436,000,000 Ib. 
re-exported — ois ..» 56,000,000 Ib. 


Present yearly home-consumption with a weekly ration of 2 oz. and 
a population of about 48 million will amount to 310,000,000 Ib. 
We have here, however, to allow for the fact that part of the popula- 
tion will not use their full ration. Recent budget inquiries carried 
out by the Institute of Statistics! showed that the official ration of 
2 oz. weekly, introduced on July gth, 1940, is often not used up. 
Out of 146 families with the chief income-earner receiving 55s. 
to 80s.,2 56 families had bought less than 2 oz., some of them 
considerably less. The consumption of families below this income 
level—at least as numerous—will be even smaller, while the more 
well-to-do must reduce their purchases to the official ration. 

Although the re-export of tea by the U.K. will suffer through 
the war, about 60% of it could be maintained—i.e., the exports 
to Ireland, Canada, U.S.A., Latin America and some smaller 
countries. In case of a trade agreement with the Soviet Union, 
up to 8-5 million lbs. more could perhaps be exported. 


U.K. Re-Exports or TEA IN 1938 


in £000 in £000 
Eiresc Rod ... 1,392 Latin American countries 150 
U.S.A. & ithe 849 ‘Other’ British ... eso 
Canada _.... s 254 Others ... Pe .-. gO 
2,815 
Soviet Union ... wee CERT 3S 


Fortunately, the Ministry of Food, aware of the necessity of tea 

re-exports, is periodically releasing a quantity equalling a fort- 

night’s consumption of this country, for the purpose of exports. 
We have therefore :— 


Imports necessary according to official ration... 310 million Ib. 
Minus rations not used ... ere sae .. —26,, = 
284 99 bP) 
Plus imports for re-exports oe ae Pe 34-42 5, e 
Total necessary imports ... 44 Woe 318-326 __—,, eS 
Imports in peace-time pderthe=' “in sea SA a Ws 4 
Decrease in imports during war about170__,, aa 


1 See Butcetin, Vol. II, No. 5. oe = 
2 This income group represents only about 35% of British families. 
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or 77,000 tons. 

Axis-domiuated countries imported 
from Dutch Indies 12,000 tons 
from India ... 3,000 tons 
————————. 15,000 tons. 


Accordingly tea imports to this country will fall by about 35% 
compared with peace-time, while imports of all belligerents will 
decrease by about 92,000 tons. 

The British Government, which took over the control of the tea 
trade at the outbreak of war, and through the Ministry of Food 
has almost a monopoly in this trade (private traders receiving im- 
port licences in exceptional cases only) will cover 95% of its require- 
ments from India and Ceylon, and 5% from East Africa. Since the 
Ministry of Food purchased in March 1940 323 million pounds of 
North and South Indian tea, Ceylon, the second largest tea exporter 
to this country in peace time, seems almost a superfluous source.* 
Falling imports from Ceylon would be in accordance with experi- 
ence in the last war, when, between 1913 and 1918, tea imports 
from India doubled, while those from Ceylon decreased by 20% 
(total tea imports increased by 50%) most probably owing to the 
greater distance from the U.K. ‘Thus it will again be Ceylon which 
will suffer most from the shrinking tea imports. Ceylon’s tea exports 
averaged in 1936-38 about 101,000 tons, the value of which repre- 
sented about 60° of Ceylon’s total exports. Assuming that the loss 
of 77,000 tons of tea exports to the U.K. is borne entirely by Ceylon, 
it will, at 1938 import prices, amount to about £11 millions. The 
additional 15,000 tons of exports lost by Dutch Indies and India 
(see Table, p. 7) will involve another £2 millions. 

The decrease in exports of tea might be still more marked than 
estimated above if the British Government has covered the current 
consumption not only by imports but also by depleting stocks which 


in previous years? were sufficient for about half a year’s consump- 
tion. 


Stocks oF TEA IN BoNnDED WAREHOUSES IN U.K. 


in million lbs. gist March 31st December 
1936 250 236 
1937 174 217 
1938 188 243 
1939 202 


Allowance has also to be made for stocks in retail shops, which, 
assuming average stocks of about a fortnight’s consumption, would 


? Although the Government, under the provisions of the new buying contract, 


valid from January rst, 1940, to February 15th, 1941, undertake to purchase at 
least 70% of all crops. 


* No figures have been given since the outbreak of war. 
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be near 20 million Ibs. Since London has been the centre of the 
Tea Trade and is particularly exposed to air attack, we may assume 
that these stocks are rather drawn upon instead of being increased. 
The Prospects of the Tea Trade 

The Government bought in July 1940 40 million lbs. of Dutch 
East Indies tea at a price of 74d. per lb. f.0.b. Batavia, while the 
average price paid for tea from Java in recent years has been con- 
siderably higher. As far as Empire countries are concerned the 
prices paid by the British Government have been based on the 
average of the years 1936-38. Allowances for increased costs of 
production are to be made. By this policy a general fall in prices 
as caused by the surplus of coffee has been avoided on the tea 
market. 

A solution for liquidating the surplus of tea might be found in 
increasing the tea ration by an additional monthly ration of 4 0z., 
and a cheap tea plan for those who cannot afford to buy the official 
ration, on the basis of the cheap milk scheme. If the rationing 
scheme was neither dictated by considerations of foreign exchange, 
nor by restrictions on spending, but by lack of shipping space, ways 
should be found to restrict the import of other commodities in 
favour of tea, since, especially in a winter with such hardships as 
disturbed sleep and sleep in tubes and other underground shelters, 
the reviving effects of a cup of tea might be so valuable for the war 
effor that other considerations should have second place. 

S. Moos. 


THE COTTON INDUSTRY 


Government control of the Cotton trade has been established 
sluggishly and piecemeal since the beginning of the war!; it has not 
yet reached finality. Spinners’ margins for single yarns were fixed 
in January, and this principle was extended to doubled yarns in 
the summer. Raw cotton prices were not controlled at all until the 
last week of September 1940. Cloth and finished goods prices are 
not controlled, except in the case of those goods that have been 
placed on a Prices of Goods Act list. 

A study of the indices of the prices of raw cotton, yarn and cloth 
reveals the results of this policy. From September 1939 to January 
1940 raw cotton shot up in price at Liverpool; yarn prices showed 
an even more severe rise, and cloth prices also rose, but not quite so 
fast. Up to the time that the spinners’ margins were fixed, yarn 
prices were managing to rise slightly faster even than raw cotton, 
and the spinners’ margins were doubtless increasing. Certainly sub- 
stantial profits were earned by spinners during this period. Raw 
cotton, in other words, although rising sharply in price, was not 
able to recover its ‘normal’ relationship to yarn and cloth prices, if 


1 For an account of the stages of Control, see Oxford Economic Papers No. 4, 
PP: 92-3- 
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the relationship it had in the years 1934-6 inclusive may be de- 
scribed as normal. 


PERCENTAGE INCREASE OF Prices oF RAW CoTToN, COTTON YARN AND COTTON 
CLOTH OVER AN AVERAGE OF JULY-SEPTEMBER 1939 


The indices are based on prices published in the Manchester Chamber of Com- 
merce Monthly Record, but should only be regarded as approximate. 


seh i} Raw Cotton 

of CUI | Yam 
Increase ZEN Cloth 
40|— = Hos 3: ~ 140 
30 |— = z = —30 
20 |— = = 20 
a = = —110 

fe E = = Oo 


Oct.-Dec. Jan-Mar. Apr.-June = July-Sept. 
1939 1940 


From about March 1940, during a period of falling. raw cotton 
and yarn prices, cloth prices have been steadily rising. The check 
on spinners’ margins has been effective, but cloth, being uncon- 
trolled in price, has continued to go up. The increased gap between 
yarn and cloth prices may be partly accounted for by increased 
labour and distributive costs, but it is possible that larger profits 
per article are being earned in the finishing trades. From mid-June 
for a ten weeks period, a 554 hour week was worked throughout the 
industry, implying reduced overheads. Such overtime working 
naturally means a rise in total profits, and figures published in July 
for 64 companies by the Lancashire Statistical Service showed that 
the increase in profits in the previous three months had been quite 
remarkable. 

Government interfered with cloth and finished goods on the 
home market at first oniy by limiting the supply of yarn available 
for that market. The civilian consumption of cotton textiles was 
later limited under the Piece Goods (Cotton, Rayon, Linen) Order 
first to 75%, then to 25% of last year’s consumption, but this quota 
was raised to 373% before the order came into force. The index of 
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Wholesale Trading in Textiles! for Home Trade rose from 82 in 
July to 124 in August, anticipating the seasonal rise by a month. 

It is not difficult to suggest reasons for this rise in value of pur- 
chases—the rise in prices, and the desire to increase stocks before 
prices went up further still. But the rise in purchases is none the less 
striking. In other words the reduction in consumption which is the 
object of Government policy has not yet been reflected in reduced 
buying by wholesalers or retailers. 

It does not require much foresight to predict that this situation 
cannot last for long. Textiles will increase in price as fast as is 
possible having regard for such need as there may be to comply 
with the technical restrictions imposed by the Prices of Goods Act, 
and even at high prices there will not be enough ‘textiles to satisfy 
the whole domestic demand; thus shop shortages are bound to occur 
in the absence of rationing. How long the depletion of stocks may 
ward off this result it is not possible to estimate. 

The rationing of textile purchases as such is clearly very difficult, 
and it would seem that the proper remedy may prove to be some 
scheme of general rationing, which would cause purchases of tex- 
tiles among other things to be cut down. 


Ian Bowen. 
G. D. N. Worswicx. 


TRADE LOSSES AND THE CONSUMER—THE COAL 
LEVY 


The decline in the size of the Coal Export market during the 
last few months has produced a grave problem in the exporting 
districts. The closing of the Baltic and Scandinavian markets meant 
the virtual disappearance of the export trade in the Fife, Durham, 
Northumberland and East Yorkshire districts, and the more recent 
loss of the French, Italian and Mediterranean markets has produced 
a similar situation in South Wales. In addition, shipment to re- 
maining markets has been made slow by the operation of the convoy 
system and difficult by the operation of enemy forces. In order, 
therefore, to aid undertakings suffering under trade losses, aid 
which is necessary if working capacity is to be maintained, two 
schemes have been evolved by the industry. 

The first is an attempt to spread the loss over as many producers 
as possible by allocating to exporters a share in the home market 
for the duration of the war, and after protracted negotiation, the 
industry has accepted it. This is merely an extension of the principle 
laid down in the Coal Mines Act 1936 that markets should not be 


1 Index number issued by Wholesale Textile Association in collaboration with 
the Bank of England. 
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competed for but shared. Considered as a war-time measure, how- 
ever, it is fundamentally bad, for it would clearly be better to con- 
centrate production in the more efficient undertakings. Redundant 
pits could be kept on a care and maintenance basis with the aid of 
direct subsidies from the Exchequer for the duration of the war. 

The second is an attempt to provide financial compensation for 
collieries suffering loss of trade through the war or damage through 
direct enemy action by instituting a levy to be paid by the consumer 
on all tonnage sold in this country. This levy is intended not, as in 
the Cotton Industry, as a grant to various organizations to promote 
exports, nor as a bounty to reduce the export price of coal, but as 
a subsidy for the maintenance of an existing productive capacity. 
At present, the amount suggested is 6d. per ton which, if the figure 
of 200 million tons allocated for domestic consumption by the Mines 
Department be correct, will yield in any full year £5,000,000. 

The schemes developing out of the present situation are further 
extensions of the policy of granting a monopoly to a particular 
group of producers. At a time when the governing principle of a 
successful economic policy is maximum efficiency, they give author- 
ity to particular interests to ensure the continuation of production 
in inefficient or unsuitable pits and hence to immobilize labour 
which could be trained and diverted to more useful effort. They 
provide evidence of the power of a monopolistic combination to 
force co-operation on its members and hence to prevent alteration 
of its price and output policy. What is new is the demand expressed 
publicly that the consumer should acquiesce in and the State should 
sanction the principle that trade losses of a select group are the 
direct responsibility of the consumer. 

The principle of compensation for trade losses has been laid down 
in the District Schemes made under the Act. While the scheme 
varies for each district, the general principle is that an owner may 
claim compensation for any difference between his actual output 
and a theoretical output allocated to him if it can be shown that the 
deficiency is not due to negligence, trade disputes or similar causes. 
Compensation in this case, however, is paid from the compensation 
fund in each district and is in the main balanced by penalties en- 
forced on owners who have exceeded their allocated tonnage. 
Rules and orders issued under the Emergency Powers (Defence) 
Act, by the Mines Department in September 1939 have suspended 
the operation of these provisions. 

The present scheme to share the home market is the result of 
long drawn-out bargaining between the various interests. The large 
consumers’ interests have intervened to ensure that they should not 
be forced to buy unsuitable types of coal. The real problem is there- 
fore the support of undertakings where a considerable part of pro- 
duction is unsuitable for the home market, or where transport costs 
are too high, where there is a consequent problem of the disposal of 
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unsuitable stocks and where receipts are not sufficient to cover total 
costs if capacity is to be maintained. 

Hence the necessity for financial assistance. But it cannot be urged 
that the responsibility rests solely on the home consumer. The home 
producing districts have lost nothing and gained an expanded 
market. If financial responsibility is to be shared, the home market 
producers should bear a greater share than the gift of a fraction of 
the home market, which they would have in any case found some 
difficulty in supplying. 

The effect of a rise in the price of so basic and universally used a 
material as coal is peculiarly cumulative and spiral. It is a short 
way from rises in coal prices to rises in rail freights, in prices of 
investment goods and in prices of consumption goods. Increased 
wage demands and higher costs of living will eventually return in 
augmented form to force a further rise in the price of coal. 

It is a new extension of the 1930 Act into the principles of war 
economics that the State should sanction the compensation of pro- 
ducers for trade losses by a tax on the public, and one which is 
dangerous no less to the public than to its authors. Surely all export 
industries have an equal right to demand that they should be the 
recipients of pensions at the public expense. 

If it is essential that the capacity of export mines to produce 
should remain unimpaired, permission should be given to necessi- 
tous firms to present statements of their costs and receipts to the 
Treasury and to receive direct subsidies according to need. The 
delegation to a body of interests to impose what is in effect a private 
tax is a dangerous weakening of the system of governmental and 
public control, and its inflationary possibilities may involve consc- 


quences which are no less disastrous. 
A.W. Up seis. 


DIARY 


Three Weeks Ending October 12, 1940. 
FINANCE 


The Budget deficit in September amounted to £226 millions, 
and was financed chiefly by the increase in floating debt (£167 
millions), by sale of 24% National War Bonds (£40 millions), and 
National Savings Certificates and 3°% Defence Bonds (£16 millions). 

As to the rise in floating debt, tender bills with weekly tender 
maintained at £65 millions were constant, tap bills and Ways and 
Means Advances increased by £73 millions, and Treasury Deposit 
Receipts by £94 millions. The rise in tap bills and Ways and 
Means Advances is much lower than in August (£153 millions). 
In the last Diary we expressed the contention that the latter amount 
could not have been fully accounted for by “current lending 
power ” of Public Departments but that the latter sold securities 
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and bought tap bills and/or tap bills were sold to banks. How- 
ever even the September increase seems rather “too high” 
and possibly these factors were at work also in that month. The 
rise in Treasury Deposit Receipts was very high indeed. A detailed 
analysis of the financing of the floating debt in September will be 
possible only after Clearing Banks returns for that month have been 
published. 

The reason why the Authorities follow the rule of weekly tenders 
not exceeding £65 millions although this sometimes causes them to 
use rather artificial devices in the deficit financing is not quite 
clear. 

The background of the recent firmness of gilt-edged is the huge 
budget deficit financed chiefly by floating debt. If, in recent 
months, instead of having the 24° National War Bonds on tap, a 
considerable new loan had been launched, the gilt-edged market 
would be definitely less cheerful. 


FOREIGN EXCHANGE. 


The tightening of exchange restrictions by the extension of 
payment agreements with neutral countries continues slowly. On 
October 8th a payment agreement was reached with Bolivia. 

U.K. exports to the U.S.A. in the first year of war leave an un- 
favourable balance of trade of £175 millions, according to the 
National City Bank of New York. 

The resumption of permits for the sale abroad of the securities 
in the U.K. Securities Deposit at Montreal was announced on 
October Ist. 

The free sterling rate stands at a small premium above the 
official rate. 


TEXTILES. 


Figures for the volume of exports of cotton and rayon goods for 
the first half of 1940, which have now been published, are as 
follows (000,000’s omitted) : 


Cotton. Rayon. 
Yarns Fabrics Yarns Fabrics 
(Ib.) (sq. yds. Ib. sq. yds. 
First half of 1939 ~— i... S67 fon 3 : fee 
siead tA O40 tee esl oA 608 7 47 


The decline in cotton exports was thus serious in the first half of 
1940 ; furthermore the Wholesale Trading Association index of the 
value of export wholesale trading fell from 94 in July to 74 in 
August (there is no seasonal rise or fall). One development of the 
export drive is the despatch of the trade mission under Lord Will- 
ingdon to promote export trade in South America. There is also a 
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likelihood of the revival of ‘‘ voluntary syndicates,” but it seems that 
much more drastic methods are needed if the country really means 
to expand its textile exports. 

The order limiting home sales of cotton textiles to 374% of the 
value obtaining a year ago came into force this month. Although 
Government orders supply a certain assured output, unless there 
is a big increase in exports, underemployment of many cotton mills 
is inevitable in the near future. 


Cotton.—On October Ist the Ministry of Supply fixed maximum 
prices for the main types of American and Egyptian cotton, both 
spot and future. The level chosen was that ruling at the closure of 
the market on September 24th. The measure was said to be tem- 
porary, but the permanent regulation of prices was being con- 
sidered. A week later the Cotton Controller reduced the various 
futures maxima by between 7% and 9%. The new levels are 
consistent with the Government’s new policy of seeking to stabilize 
cotton prices at about world levels. Also the reduction may curtail 
unnecessary private purchases of American cotton, for which the 
freight allocation for October is 15,000 bales, half the normal 
monthly figure. To offset this cut in private imports the Control 
plans to release certain quantities of the barter reserve. 

On October 1st also the Ministry of Supply made subject to 
licence the use of foreign cotton (i,e., cotton not grown in the British 
Empire) in order to reserve certain kinds of foreign cotton for 
export orders. 


IRON AND STEEL. 


The Ministry of Supply announced a national survey of all the 
bigger sources of potential scrap metal such as disused buildings, 
mines, bridges, railway tracks and other steel structures. The 
survey seems, however, to suffer from various drawbacks. It is, 
for the time being, restricted te two counties, and is to be carried 
out by the local authority sanitary engineers and surveyors, in 
addition to their extensive every-day work. The problem of actual 
demolition and transport is not entrusted to demolition experts, 
and no census is taken of firms which, in addition to a few existing 
and rather specialized dismantling firms, could be engaged on this 
work. 

By the embargo on shipments of scrap iron from U.S.A. to Japan, 
an important competitor of Great Britain in this market has been 
eliminated. 

In a letter addressed to the shareholders, Mr. E. H. Lever, the 
new Chairman of Richard Thomas and Co., tries to defend the 
policy of the Directors. The letter is phrased in general terms 
without giving details, answering the accusation that the firm’s 
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capacity had not been fully used for the war effort. In a reply to 
the Financial News (October 11th) a shareholder asserts that he was 
refused answer to this question by the managing director in July 
when the capacity of the strip mill was not fully used and three 
plants with 5,000 men lay idle. 

Larger purchases from abroad, mainly U.S.A., as well as a rise 
in production costs, chiefly in raw materials, since July 1st, make a 
further rise in iron and steel prices in the near future most probable. 

Home production of iron ore has expanded considerably, up to 
60% above last year’s output. 


TIN. 


The Government has taken two measures to deal with the dis- 
parity of prices between London and New York, and to increase 
tin stocks in this country. 

First, the announcement on September 24th that export licences 
would be granted more freely was followed by an increase in the 
London price ; and second, the purchase of metal for a strategic 
reserve which began in the first week of October caused a further 
rise in the spot position. The contango was reduced at the same 
time by about one half. About 30,000 tons (or rather more than a 
year’s normal supply) has been mentioned as the amount aimed at. 

These measures, and some fear that Eastern supplies would be 
interfered with by a possible war in the Pacific, caused the London 
price to reach £260 by October 11th. 

The Government seems to be uncertain of its object, and to be 
pursuing conflicting policies to achieve it. If the expansion of 
exports is the object, the raising of the price and limitation of the 
available supply by buying for stock is curious, while if large 
quantities are to be bought for stock it seems strange to raise the 
price before beginning to buy. Encouragement of exports and the 
building up of a strategic reserve are incompatible. And if the 
removal of the price disparity is the only object, the buying limit 
should be fixed not at £258 (as it seems to be) but at the New York 
parity of £265. 

U.K. consumption in the first seven months of 1940 is estimated 
at 18,496 tons (against 12,652 in the corresponding period of 1939). 

Discussion of plans for U.S. smelters continues, the American 
interests receiving the benefit of the advice of leading members of 
the British industry. An output of 30,000 tons per year (about 
half the normal U.S. consumption) is mentioned. 


Buripinc INpbustry. 


_ Towards the end of September the Government announced that 
it intended to control civil building as from October 7th, by a 
system of licences. 
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Mr. Churchill, in re-organizing his Government, appointed Sir 
John Reith First Commissioner for Works and first Minister- of 
Works and Buildings. Among the problems facing the new Minister 
will be shortage of material and labour for providing shelters and 
repairing air-raid damage ; and the suggestion that “ pre-war 
rationalization methods” do not leave enough scope for the 
production of cement from the waste of blast furnaces is now being 
pressed by critics of the existing cement interests. 


ConsuMPTION Goops. 


The Purchase Tax is to come into operation on October 21st. 
The expectation of its introduction has probably already for a 
considerable time affected purchasers’ demand for goods that are 
to fall under the tax. The rise of 21% in the retail trade returns for 
non-foodstuffs for August, and in particular the very steep increase 
in the figures for items of apparel and household goods certainly 
reflect buying in anticipation of the tax. While the turnover of the 
retail trade increased, there was some slackening in the re-stocking 
of non-foodstuffs. Stocks of household piece-goods, however, 
showed a spectacular increase by 103%, forshadowing the further 
reduction in the supply of cotton piece goods for the home market, 
from October rst, to 374% of the previous year’s consumption. 
It will need a very close control of the whole machinery of supply 
lest those sections of the public who were unable to forestall the tax 
have to bear not only the impact of the tax on essential purchases 
but also in addition to this the effects of a dwindling supply on 
prices and quality. 

It was recently announced by Lord Woolton that he intends to 
** simplify ” the present system of rationing foods. He did not 
define what he meant by this. He perhaps had in mind the intro- 
duction of a greater elasticity into the system, as already foresha- 
dowed by the relative changes in the rations of butter and mar- 
garine, the increased meat ration (in terms of money), and the 
temporary re-inclusion of cooked ham into the series of rationed 
foods. It would seem that to be truly elastic, the whole system of 
rationing should be put on a wider basis, and include, at least 
potentially, foods which are at present unrationed. Some of the 
foodstuffs which in peace time belonged to the “ staple ” kind have 
become scarce, notably eggs, fish, and cheese. There seems to be 
no reason why such foods, which are essential alternatives to 
rationed foodstuffs, should not be recognized as such by the system 
of rationing. A child under three years of age would scarcely need 
thirteen pennyworth of meat a week, but he will need some eggs. 
As it stands the present system of rationing is decidedly biased 
against the poorer section of the population. Thus those who can 
buy jam, tinned fruits, honey and glucose freely have a very 
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decided advantage over the may who can spend little or nothing 
on these commodities. The latter ought therefore to be included. 
in the general scheme of sugar rationing according to their sugar 
content, in any case as long as the sugar ration is kept at its present 
low level. Only by a comprehensive control of the retail market 
for necessities of all kinds—foodstuffs as well as non-foodstuffs— 
will it be possible to supply everyone with the essentials for his 
maintenance and well-being. And only by such a control can the 
vicious spiral of rising prices, wages, and costs be kept to its narrow- 
est limits. 
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EDITORIAL NOTE 


The experiment of producing the BULLETIN in this printed form, 
which is easier to read and saves the paper used on each issue, 
cannot be continued unless we are able to build up a sufficiently 
large paying circulation. Subscriptions should be sent to Basil 
Blackwell, 49 Broad Street, Oxford; the cost of each issue is 1s., 
and of a yearly subscription (three-weekly issues) 153s. 

The views and recommendations put forward in signed articles 
are those of the respective authors, and not necessarily those of the 
Institute of Statistics or of the Editor of the BuLLETIN. 


THE ECONOMIC EFFORT 


Hitler in his speech on the eve of his aggression on Poland indi- 
cated that the Nazi expenditure on armaments in the six and a half 
years of their usurpation amounted to Rm. go,o0oo0 millions. This 
statement can now be accepted as probably in accordance with 
facts. On the basis of an indirect method of estimating Nazi war 
expenditure, worked out before the Munich crisis," some Rm. 71,000 
millions can be accounted for on the basis of published statistics.2 
At least Rm. 35,000 millions were derived from the increased yield 
of taxation.* The published debt increased by Rm. 28,000 millions. 
The last published ordinary budget included some Rm. 1,200 
millions on defence proper. This item would account for, say, Rm. 

1 Economic Journal, September 1938. 


2 Loc. cit., and International Affairs, March 1939, p. 232. "es ; 
3 If the deficit of the year 1932-3 is estimated at Rm. 2,500 millions. It was 


probably somewhat less. 
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8,000 millions. The increase in the secret debt might well have been 
Rm. 19,000 millions, though asmaller figure is more in accordance 
with banking statistics.1 The German Government, moreover, pro- 
fited handsomely from all its aggressions perpetrated without causing 
war. They also instituted private levies, part of which may not have 
benefited the Party and its leaders only.” 

If this method of estimating German expenditure is applied to the 
period since the outbreak of the war the rate of war expenditure 
proper is found to have risen from somewhere between Rm. 31- 
33,000 millions per annum in June 1939 to Rm. 44-46,000 millions 
per annum in December 1939 and not less than between 
Rm, 56-60,000 millions per annum in July 1940, the period of the 
attack on France. Roughly Rm. 23-25,000 millions of that total are 
being derived from taxation (i.e. after deducting transfers to local 
authorities and the “ civilian ’” expenditure of the Government). 
‘This excludes the vast capture of raw materials and armaments in 
the countries they have overrun. It also excludes the tribute paid 
by the subjugated countries. The latter must not—pending the 
publication of German financial statistics—be added to above 
estimates. The Nazis could not, in all probability, without lowering 
the standard of life of their own population beyond the breaking- 
point, continue to spend at that rate. In fact this expenditure seems 
to have been bearable only because they raised “‘ foreign loans ”’ 
in the shape of clearing debts: the gross national income of Germany 
and the newly incorporated (in contrast to the occupied) territories 
cannot be higher than Rm. 100-110,000 millions. And the Nazis 
will not be able to draw on the depreciation allowances to the same 
extent as this country is able to do, as they had begun to restrict 
the maintenance of * civilian ” capital equipment long before the 
war.? 

These figures are obviously meaningless for purposes of com- 
parison unless their equivalent in terms of real military effort can 
be expressed on a common basis with our own expenditure on war. 
Such a comparison presents vast difficulties, both because of the 
great differences in the character of our own and German prepara- 
tions, and because of the differences in the conditions of these 
preparations. It is certain for instance that the greater part of the 
total expenditure in Germany is now going into actual armaments, 
bene No estimate can be made of the fluctuation in the volume of privately held 

LIS. 
_ * The sale of assets owned by the Germans (especially banking and steel shares) 
is also excluded as are—for lack of accurate statistics—those portions of the social 
insurance which were not invested in publicly floated Government issues. The 
levy on the Jews has not been included either, as its final amount is not known. 

* The possibilities of levying tributes without catastrophic consequences on the 
pre-occupation standard of life must not be underestimated: almost 50 per cent 
of the French national income was used prior to the armistice for war purposes. 


Even if we take into account the devastation and lack of raw materials, the de- 
mobilisation should permit an increase in available production. 
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as she built up her armaments factories in the long years of war 
preparation. 

A careful analysis suggests that 15 Rm. to the poundis not unrea- 
sonable as an approximate basis of exchange. As money wages in 
Germany (after a slight fall in the beginning of the war) now stand 
at virtually the same level as before the war, whereas wages have 
risen substantially in Great Britain, and moreover as we are still 
at the stage of rearmament when mass production goods such as 
shells, guns and materials such as petrol are relatively a smaller 
part of our expenditure than our expenditure on machines, where 
cost of labour is for us a high proportion, such as aeroplanes, this 
figure seems to underestimate rather than overestimate the real 
value of the Rm. in terms of man-power and weapons.! As the war 
proceeds and mass-produced implements of war become a more 
important part of total expenditure, the real value of the Rm. will 
tend to fall provided prices in this country and in Germany remained 
unchanged, or show the same rate of change. 

If this rate of conversion is applied to German expenditure 
figures we find that the war effort which would be equivalent in 
intensity to the German war effort would cost this country something 
like £4,000 millions per annum. 

The total war effort of the Axis powers including tributes etc. 
might well have reached the level of £5,000 millions per annum. 
‘The cumulative pre-war expenditure on armaments of the Naxis 
‘alone appears to have amounted to £6,000 millions (without taking 
into account the loot captured). 

It is not suggested that these figures are directly comparable with 
our own expenditures. In many fields the Nazis indulged in what 
must now be considered as abortive expenditure (cost of fortifica- 
tions, the cost of obsolescent tanks and aeroplanes, the cost of mobili- 
zation and occupation) which Britain need not “‘ match.” Never- 
theless (especially as the value of the loot, tributes and certain 
internal levies has not been taken into account) these figures should 
be contrasted with our own effort if the magnitude of the task before 
us is to be gauged objectively.? In the six financial years prior to the 
outbreak of war our total defence expenditure amounted to £1,207 
millions, out of which well over half represented “‘ maintenance ”’ 
expenditure, including pay, and not the cost of “new ” armament. 
The rate of total war expenditure at the moment excluding the war 
effort of the Dominions which is still on a mean scale is something 
over £3,300 millions, out of which less than £3,000 millions per 
annum represent expenditure on the fighting services and their 


1 On the basis of national income statistics the real equivatent of the German 
Rm. was first put somewhat below 14 to the £. ae 

2 No doubt much of the present expenditure of the Nazis will have to be devoted 
to the fortification of a coastline more extended than ours, and some of their effort 
will be absorbed by holding down unwilling conquered people. 
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equipment (as distinct from civil defence). Mr. Keynes’ broadcast,* 
suggests, moreover, that substantial capital payments are being 
made in America. Otherwise his statement that well over half of 
the expenditure at home is covered by taxation would not be correct 
tax revenue being estimated at £1,327 millions (July 1940 Budget) 
in contrast to an estimated total expenditure of £3,800 millions 

(October 1940). The American export figures do not disclose such 

increase in current shipments from America as would account for 

this difference. 

The contrast of these two sets of figures discloses a real gap be- 
tween the Axis, and our war effort. The resulting disparity in the 
striking power of the two main opponents cannot be offset by their 
differing strategic positions and thus dissimilar commitments. 
If our strategic plans are not to be constricted by the lack of 
material equipment and if we are not to rely exclusively on a U.S. 
contribution (in the shape of loans or otherwise) of very consider- 
able dimensions our war effort will have to be intensified by a 
considerable expansion in the size of our armed forces and by a 
concomitant and sharper increase of their equipment. It is necessary 
to contemplate an increase of at least 30? per cent., or some £1,000 
millions at present prices, in the rate of our war effort—much of 
which will have to consist of a withdrawal of man-power from 
production altogether. 

It may be concluded provisionally that its accomplishment seems 
impossible if 
(a) the current rate of civilian consumption is not curtailed very 

drastically in certain directions; ; 

(0) the factors of production now idle or set free by the decrease of 
civilian consumption are not immediately and efficiently re- 
employed ; 

(c) general productivity is not increased substantially. 

The methods employed at present appear to be inadequate in all 
these respects. 

T. Batocu. 


WORKING CLASS BUDGETS: ANALYSIS OF 
EXPENDITURE 


In our Buttetin, Vol. II, Nos. 5 and 6, the 168 budgets of 
working-class families collected by us in May were discussed in 
general outline, and with particular reference to expenditure on 
and consumption of food. The present article attempts a more 
detailed analysis of that section of total expenditure which goes to 
satisfy what perhaps can be termed “current” needs. Expenditure 
on these items is classed under seven heads asin Table I. Here the 


: “te Times, September 24th, 1940, p. 5. 
t must not be forgotten, of course, that of this i i i 
re Dicae rg ; 5 part increase might be supplied 
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meanings of 1,6 and 7 are obvious. Under 2 (clothing) is included 
small current expenditure (such as boot repairs) and regular pay- 
ments to clothing and boot and shoe clubs, but not large single 
items. Similarly under 3 (household) is included purchases of 
cleaning materials, minor household utensils, and instalments on 
furniture etc. Under 4 are given payments to unspecified short- 
term savings clubs. In most cases such savings were specified, and 
thus appear as expenditure on clothes, household, or fuel and 
lighting. It is, in fact, highly probable that unspecified club savings 
too are largely used for such purposes. Group 5 (sundries) includes 
expenditure on doctor and chemist, amusements, education, 
children’s pocket money, allotment requirements, stamps, news- 
papers, etc. 

Excluded from our analysis are all earners’ expenditure on 
tobacco and drink,! earners’ fares to work? and all money allotted 
to the earners as pocket money.* This was inevitable as 35 out of the 
146 families dealt with in this analysis did not account at all for 
carners’ pocket money or expenditure on tobacco and drink; 
another 14 showed a weekly family expenditure on these items of less 
than one shilling. Excluded also are all payments to insurances,* 
most of which should probably be regarded as long-term savings 
rather than expenditure. 

It is obvious that if one is to compare the expenditures of a group 
of families so as to obtain a picture of their relative requirements 
of food, housing, fuel and lighting, etc., their total outlay must 
cover approximately the same types of needs. As regards expenditure 
on clothing and household goods, some families accounted in their 
budgets not only for what may be termed “ current *”’ expenditure 
on these items, but also for substantial purchases of a more excep- 
tional kind, such as ladies’ frocks, leather boots and shoes, wall- 
paper, etc. To make the individual budgets comparable with one 
another, expenditure on such items was deducted—which was the 
more necessary since this expenditure was in no casé counterbal- 
anced by the receipt of money from any of the savings clubs. In 
fact, all the expenditure dealt with in this article was met out of 
housekeeping money proper. . 

Not all of the 168 budgets included in our broad first analysis® 
were suitable for this present analysis. If we want the several 
budgets to reflect homogeneity of needs we must consider not only 
the composition of the outlay but also the structure of the individual 


1 Including a very small quantity of “soft” drinks consumed by the family. 
Accounted for by 97 families. Range (per family) 1-5d.—174d. weekly; average per 
family approximately 46.5d. : 

2 Accounted for by 51 families. Range 6d.—god., average per family 28d. 

2 Accounted for by 40 families. Range 7.5d.—234d.; average per family 77d. 

‘Except contributions to doctors’ clubs and hospitals, which are included under 
5 (sundries). Contributions to National Health Insurance are excluded. 

5 BuLteTin, Vol. II, No. 5. 
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family. In some cases there were living with the families old-age 
pensioners, whose requirements for food as compared with other 
things are possibly quite different from those of other members of 
the family. Their number was, however, too small to lead to results 
which might claim any degree of statistical validity. Hence, all the 
budgets from families including old people were omitted from this 
present analysis, which is thus based on the budgets of 146 families. 

The average current expenditure of these families, as defined 
above, was found to be distributed as follows: 


TABLE I 
CurRRENT FAMILY EXPENDITURE 


Average expenditure Index of consump- 
per family tion. (Food = 100) 


Shyla 
1. Food .:. ore Zee ee Ss 100 
2. Clothing _ sa ace Re 16 
3. Household _... a es aed 9 
4. Clubs oa aa 8 2 
5. Sundries 4°35 13 
Total, 1—5_—Ci«... = eda 1 aos 140 
6. Fuel and lighting 7 dries ag 16 
Total, 1—6... ee ae hte 156 
7, Rent a wat ee ate SG 36 
Total, 1—7 ©... +p Dae eee 192 


As the sample is small the figures of average consumption given 
above might be accidental and not typical of any large proportion 
of the families, in particular as a certain degree of arbitrariness had 
to be introduced in defining the meaning of “ current” family 
expenditure. The next Table is therefore of special interest. It deals 
with relative expenditure per family on food, rent, fuel, lighting, 
and on the items enumerated in Table I under 2, 3, 4 and 5. 

Table II was obtained in the following way: for each family an 
index of consumption was calculated similar to that in Table I, 
but only four main groups of items were considered namely (1) 
food, (2) fuel and lighting, (3) rent, and (4) clothing, household, 
clubs and ‘ sundries.”’ For the individual family and in the short 
run, the commodities covered by group (4) are strongly subject to 
substitution, although current family expenditure on all of them 
taken together is likely to be represented by a fairly constant index 
figure, as long as there are no funda.nental changes in the structure 
or the income of the family. The columns of the Table refer to the 


BULLETIN AND DIARY 7 


weekly family expenditure per ‘ man ””! on food in pence, the rows 
to the indices of consumption. Section A pictures the relative outlay 
on all the items (1—4) together, section B excludes rent, and section 
C excludes rent, and fuel and lighting. As it would have taken up 
too much space to show the distribution in full, only the central 
groups are here given. Section A refers to about 76°%, section B to 
about 68° and section C to about 77% of the total 146 budgets. 


TABLE IT 
INDEX oF FAmity Consumption (CENTRAL Groups) 


Index of Con- 4 
Sunpion. <<< No. of | 
(food = 100) | under 93% | 93—110? 11I—135?| over 1352 Samilies. | 


Expenditure per ““ man” on food (in pence). 


A. Total Family Consumption. 


4 | 10 8 9 Bt 
160—179 | (6°5 : 4°5) | (5-4:3-9) | (5:0: 2.6) | (4:1 : 1-6) 
14 10 17 9 50 
180—199 | (6-0: 3.5) (5.2 : 2.6) (3:8: 1:4) } 3:7 21-2) 
10 6 10 4 30 
200—219 | (57:29) | (4:3:1°7) | (3°62 1-6) | (35:13) 
WII 
B. Family Consumption excluding Fuel. 
15 12 8 14 59 
140—159 | (6-1 : 3:9) | (50 :2°5) | (3°8: 1-5) | (3-9: 1°4) 
9 10 13 8 4o 
160—179 | (56:31) | (4°8:1-7) | (3°8:1-7) | (3-4: 09) 
— 
99 
C. Family Consumption excluding Fuei and Rint. 
13 | II 19 17 60 
120—139 | (64:42) | (5°3:2°7) | (4:1 :1°8) | (4°5 = 16) 
6 22 16 53 


9 
140—159 | (65:40) | (5°3:2°4) | (3°8:1°5) | (3°42 1-1) 


The complete ranges of indices are: for section A, from 141—262; 
for Section B, from 122—217; and for section C, from 110—197. 
The complete data within each of the respective ranges indicate 
approximations to normal curves, with strongly emphasized modal 
elevations. 

The figures in italics show the number of families in cach section ; 


1‘* Man” value as defined in the articles on “‘ Working Class Budgets ” in 
Butetins Vol. 2, Nos. 5 and 6, the scale running from 1-00 for an adult male and 
0-85 for an adult female to 0-33 for a child under 3 years of age. 

2 We have selected the range of these columns so as to allow for the fact that. 
according to our previous analysis (BULLETIN No. 5), average weekly expenditure 
on food per man was 111d., while the lower and the upper quartiles showed expen- 
ditures of 93d. and 135d. respectively. 
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the figures in brackets underneath indicate their average structure. 
The first of these latter figures gives the average number of persons 
per family, the second the average number of non-earning children.! 
‘Lhe low absolute expenditure on food in large families is clearly 
brought out in the Table, which also seems to reveal some tendency 
for larger families, as compared with smaller ones, to spend rela- 
tively more on food than on other things. This is indicated not only 
in section A, which includes rent, but also in the higher expenditure 
groups of section C. It is probably due in part to the fact that these 
families comprise a relatively large number of earners who pay for 
certain types of expenditure out of their pocket money, while in 
families with relatively many non-earning members the outlay on 
these items (newspapers, amusements, chemist, certain items of 
clothing, etc.) comes out of the housekeeping money. 

We may calculate index figures of average consumption from these 
central groups only, weighting the index ranges comprised by each 
central group according to the number of families to which they 
refer. In this way we neglect all those budgets which may cover 
either an exceptionally small or an exceptionally wide range of 
family needs. It is interesting to compare the average distribution of 
expenditure of the families in the central groups with the average 
consumption of the whole 146 families, as shown in Table I, and 
also with the weights used in the Ministry of Labour cost of living 
index, the latter being corrected for the relative changes in price 
in the several groups from July, 1914, to May/June, 1940. 


Taste III 
PERCENTAGE DiIsTRIBUTION OF AVERAGE CONSUMPTION 
Central groups M. of L. 


146 budgets only index 
Food ask so sae a 53:0 52-6 
Renta ae bee eater o 17°8 14°6 
Fuel oe tas eo 9:0 9°3 
Other sH og ... 20°81 20°2 23°53 
100-0 100°0 100-0 
1 Clothing ... ~ cus. 2 Clothing <~, 18:8 
Household ae oe AS Sundries OE 
Clubs, unspecified Aecoild tg a 
Sundries ae as ©69 23°5 
20°8 


In considering the above Table it should be borne in mind that 
the Ministry of Labour includes under “ sundries ” expenditure on 
drink and tobacco, which in our budgets have been excluded. 
Yhe group of “ clothing ” is underweighted in our budgets, as it 


" Average structure of the 146 families: 4-7 persons, 2:2 non-earning children. 
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shows only regular payments into clothing and boot and shoe clubs, 
and expenditure on repairs (the latter being interpreted so as to 
cover purchases of inexpensive socks and stockings, plimsols, etc.). 
The expenditure on household goods! in our budgets seems rather 
high; it may reflect the fact that these budgets represent mainly 
large and often growing families, with substantial needs for addi- 
tional furniture, bedding, etc. 

An expenditure of 6-7°% of the total current outlay on “ sundries,” 
as defined by us, suggests that in the Ministry of Labour cost of 
living index the group of “sundries” is underweighted. It is, 
therefore, interesting to show the outlay on “sundries ” in some- 
what more detail. 

Tasle IV 


EXPENDITURE ON “ SUNDRIES” (146 FAMILIES) 
Percentage of 


See. Total. 

Pares® aoe = pr ie Suen 10 
Newspapers? we ee se ee FBC 18 
Amusements? ed are ne io Tat at 23 
Education (including books)* Ne ae OL 5 
Doctor, Chemist, etc.® as aa coo LS vies? QI 
Miscellaneous? ee ae ne cing LADO 23 

616 3 100 


The outlay per person on sundries is less than 11d. a week. The 
average expenditure was about 2-5d. on amusements, somewhat 
over 2d. on doctor and chemist, 2°5d. on children’s pocket money, 
presents, allotment requirements, etc., and somewhat less than 2d. 
on newspapers. The smallness of these items suggests that there is 
some additional expenditure on them met from earners’ pocket 
money. 

A. L. BowLey. 
T. SCHULz. 


1 Included in the Ministry of Labour index under “ sundries.” 

2 Other than earners’ fares to work. = 

3 Paid for out of housekeeping money. Accounted for by 118 families, range from 
o-5d. to 26d. per week. 103 families spent on newspapers from 6d. to 26d., or, on 
the average, 13d. per week. : 

4 Including hire-purchase of wireless sets. 

5 18 families, range from 1d.—120d. weekly. t i 

6 Including doctor’s clubs and hospital contributions, but excluding National 
Health Insurance. ; , 

7 Including, inter alia, repairs and accessories of bicycles, seeds and plants for 
allotments. presents, children’s pocket money, stamps. 
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ARGENTINE TRADE POLICY 


Argentina is Latin America’s greatest exporter, and hence is 
particularly sensitive to dislocations of ordinary trade channels, 
Even before the occupation o: the Netherlands and Belgium, 
markets had been lost, which absorbed about 25% of Argentina’s 
exports. Italy’s entrance into the war meant the further loss of a 
market-which had absorbed greatly increased quantities since 
January 1940 (see the following table). 


VALUE OF ARGENTINA’S TRADE WITH ITALY—IMPORTS IN TARIFF 
VALUES, ExpoRTS IN MARKET VALUES 


Jan.— | JFan— 
June June 
1938 1939 1940 1939 


| Imports (mill. pesos) 78 33 20 10 


The closure of the Baltic and Mediterranean, the occupation of 
the smaller European States by Germany, Italy’s entrance into the 
war and finally the subjugation of France have meant the loss of 
more than 50% of Argentina’s normal export trade. This percen- 
tage is likely to rise rather than to fall. 

The most important and urgent problem is to adjust Argentina’s 
economy to this contraction of the export trade, and at the same 
time to maintain as far as possible the productive capacity of the 
home industries. Armaments production and other home industries 
will be stimulated by the production of some hitherto imported 
articles at home, but for this purpose more capital goods will have 
to be imported. 

The main features of the Argentine trade policy are therefore 
twofold: (1) to increase or at least to maintain the trade with Great 
Britain (practically the only European market) and (2) to find new 
outlets for the Republic’s exportable surpluses elsewhere. 

The trade between Great Britain and Argentina is a special 
problem; here we shall consider only trade with other countries. 

Above all, Argentina turned her eyes to the United States. 
Purchases in the U.S. during the last quarter of 1939 rose by about 
50%, over the normal peace-time level. This increase continued 
during the current year. 

In the first three months of 1940, the U.S. succeeded in occupying 
the position of the first supplier. Imports in that period had a tariff 
value of 81 million pesos, representing 26-7°%, of total imports, 
which compares with 44 million pesos (representing 14°8%) in 
1939: 
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VALUE OF ARGENTINA’s FoREIGN TRADE witH U.S.—Imports IN 
TAartFF VALUEs, Exports In MARKET VALUES 


Jan.— | Fan.— | 
June June 
1938 1939 1940 1939 

—_—_——-. 2 | ——— | 
Imports (mill. pesos) | 250 215 163 89 
Expose eee tee he i. FOU |; 187 123 81 


‘The unfavourable trade balance against Argentina thus rose from 
& million pesos in the first 6 months of 1939 to 40 million pesos in 
the same period of 1940. 

Argentina, however, has no reciprocal trade agreement with 
the U.S. as many other Latin American States have. During March 
1940 trade pact negotiations took place in Buenos Aires without 
leading to a successful conclusion, and the system of exchange con- 
trol permits, which are virtually import permits, remained in 
existence. Later in the year an agreement was reached regarding a 
20 million U.S. dollar credit to Argentina. The Import-Export 
3ank of Washington granted a credit of the above sum at 3.6% 
per annum, to be repaid in 1, 2 and 3 years, which will be used for 
the purchase of machinery and industrial equipment in the U.S.3 

After the U.S. Administration had “ definitely and completely 
abandoned ” the idea of creating a huge cartel to buy Latin 
America’s surplus commodities, which was discussed at the Con- 
ference of Havana, an extensive lending programme is being con- 
templated as a substitute for the cartel plan, utilizing the recently 
increased capital of the Export-Import Bank (capital $500 million). 

If Argentina avails herself of these lending facilities, the U.S. 
may replace Germany and other European countries as a supplier 
of machinery, industrial plant and many consumption goods, 
resulting ultimately in a greater self-sufficiency and independence 
ofother, chiefly European, supplies. 

Another effect of the war on Argentine Foreign trade policy is 
the increase in the interchange between Argentina and the United 
States of Brazil. 


VALUE OF ARGENTINA’S FOREIGN TRADE WITH BRAZIL.—IMPORTS IN 
TariFF VALUES, Exports IN MARKET VALUES 


Jan.— | Fan.— 
June June 
1938 | 1939 | 1940 | 1939 
Imports (Mill. pesos) 67 80 3I 25 
Exports( ,, 99 66 38 36 


} The Argentine Ministry of Finance announced that among the first purchases 
under the credit will be equipment for a pipe-line for the State-owned oil company 
“ Y_P.F.”, to be built between the twon of Mendoza, where new oil-fields have been 
found, and the port of San Lorenzo. 
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Brazil has very important coal and ore deposits which are by no 
means fully developed, apart from many other valuable raw 
materials, and is passing through a period of increased industrializa- 
tion. On January 24th a new treaty of commerce and navigation 
was signed in which Argentina lowered the duties on textiles, coffee, 
cocoa, fresh fruit, mandioca (an edible root), timber, rubber, bauxite 
and yerba maté tea, Brazil lowered duties on wheat, wheat flour, 
fresh and dried fruit, mutton (frozen) and quebracho extract. 

While new outlets have been sought for foodstuffs, partly as a 
temporary measure, the increased import of Brazilian cotton piece- 
goods, yarn and yarn residues must be considered as a competition 
for Lancashire goods. 

Exports during the first six months of 1940 have been on an even 
larger scale than in the previous year. It is noteworthy that Brazil 
appears now also as an exporter of coal to Argentina, though on « 
moderate scale only. This relatively new development of an in- 
creased war-time trade with the largest South American State may 
become a regular feature of Argentina’s trade. 

As regards new outlets in Asia, Japan could take Argentine staple 
products and supply some of the goods which have been cut off 
by the war. On March 15th, 1940, an agreement was signed in the 

-form of an exchange of notes, which has been followed by the issuc 
of Exchange Control Regulations in May. This agreement also 
serves Japan to recover the trade which she has lost since the 
beginning of the war in China. 


VALUE OF ARGENTINA’S FOREIGN TRADE WITH JAPAN.—IMPORTS IN 
TARIFF VALUES, EXPORTS IN MARKET VALUES 


| Jan.— | Fan— | 
June une 
1938 | 1939 1940 1939 
Imports (Mill. pesos) 46 | 10 7 6 | 
Exports (_,, ae | 16 10 9 3 | 


Imports in 1937 amounted to 56 million pesos, against exports 
worth 24 million pesos. 

This agreement is on a barter basis, and provides for purchases 
by Japan during the year 1940 of goods valued at approximately 
30 million yen (one peso is approximately 1 yen) including 6,000 
tons of wool, 4,000 tons of frozen and canned beef and 4,000 tons 
of casein. Argentina will purchase a wide range of manufactured 
yoods of the same value. Although the mutual trade volume has 
been limited to 30 million yen, representing the average Argentine 
imports from Japan during the 3 years’ period 1937-39, there is no 
limitation of the quantities of any article which Japan may send to 
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Argentina as long as she keeps within the treaty total. Only a few 
items (like textiles) are limited by quotas. Imports of textiles will be 
permitted after consideration of both old established sources o! 
supply and home production. Permits will be issued to only go%,, 
of the 1937—1939 import average. By this agreement Japan has been 
placed in the group of most favoured nations. Prior to it, Japan and 
the U.S. received the least favourable treatment in the issue o!' 
exchange control permits. 

Recently attention has been drawn to new negotiations held 
between Spain and Argentina. Trade relations have been at a 
standstill since the civil war. The first steps towards a resumption 
of the normal trade were taken in February 1939, when an agree- 
ment was reached between the Central Bank of the Argentine 
Republic and the Banco Hispano Americano. In March and May 
1939 about 400,000 tons of wheat and smaller quantities of othe: 
cereals were sold to Spain on a compensation basis. It is mainly due 
to the resumption of wheat exports that the total value of Argentine 
exports increased, as may be seen in the following table. 


VALUE OF ARGENTINA’S FOREIGN TRADE WITH SPAIN.—IMPORTS IN 
TARIFF VALUES, EXPORTS IN MARKET VALUES. 


le Uae Sok Se ee re 
1936 | 1936 | 1937 | 1938 | 1939 | 


Imports (Mill. pesos) 33 FT 13 8 7 ile 
Exporisy iD jee, SP») 16 1 3°5 i! 294 


Negotiations are in progress regarding increased sales of Argentine 
cotton and maize in exchange for Spanish textiles, iron and steel 
goods. The textiles in question are special types of cotton and 
zephyrs, produced in Catalonia. 

The measures taken to find alternative markets to those lost in 
Europe may succeed to a certain extent in averting a sharp con- 
traction in the country’s foreign trade with all its repercussions. 
Some of these war-time changes may become permanent; as a 
whole, however, Europe will still remain the most important 
Argentine market for some time to come. 


F. J. Wurm. 


DIARY 


Three Weeks Ending November 2, 1940 

FINANCE 
The chief feature of the Clearing Banks’ return for the end ol 
September is a very high increase in deposits as compared with the 
end of August: they are up by £116 millions out of which the 
increase in Current Accounts is £84 millions and that in Deposit 
Accounts £32 millions. On closer examination this jump appears 
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to be to a great extent caused by delays in clearing: Balances with 
other Banks, etc., are up by £35 millions, and also the rise in 
Advances by £18 millions seems largely due to the same reason. 
Since the Cash Basis increased by £15 millions (to maintain the 
cash ratio at about 11%) and Investments also by £15 millions, the 
rise in money market assets was only £33 millions. ‘The increase 
in Treasury Deposit Receipts being £66 millions, Discounts and 
Short Loans fell by £33 millions. 

This shift is an instance of the influence of keeping the weekly 
tender at £65 millions, which is at present approximately the 
‘“* maintenance level.’’ Since a great part of the floating debt is 
financed outside the banks (cf. ‘‘ ‘ Mysteries ’ of the Money Market ” 
in the preceding Bulletin) while the tender bill debt is not expand- 
ing, the banks must gradually reduce their holdings of tender bills 
and acquire more and more Treasury Deposit Receipts or tap bills. 

The Budget deficit in October was £207 millions, and was 
financed chiefly by the increase in floating debt (£126 millions) by 
24% National War Bonds (£56 millions) and National Savings 
Certificates and 3% Defence Bonds (£21 millions). 

The various items of the floating debt rose as follows: tender 
bills with weekly tender maintained at £65 millions, only by £4 
millions, tap bills and Ways and Means Advances by £47 millions, 
Treasury Deposit Receipts by £75 millions. The rise in tap bills and 
Ways and Means Advances in October (as opposed to August and 
September) is close to what might be expected to be the current: 
lending power of Public Departments, i.e., to sales of gold, etc., by 
the Exchange Equalization Fund and accumulation of funds in 
Savings Banks, Unemployment Insurance, etc. 

A recent advertisement of the National Savings Committee is a 
good instance of current ideas upon the problems of war finance. 
It reproduces a bank manager suggesting to his woman customer 
that she should invest her £500 deposit which she “‘ doesn’t use at 
all? in 3% Defence Bonds. If she follows his advice the bank will 
have less deposits and invest accordingly less in Treasury Deposit 
Receipts, on which the Government pay 14%, and the woman will 
buy for the money she “‘doesn’t use at all” 3% Defence Bonds. 
It is rather unlikely that her consumption will be appreciably 
influenced by the necessity of giving six months’ notice when she 
wants to sell the bonds, the more that she bought them for money 
“she doesn’t use at all.” It is rather doubtful whether it is worth 
paying about 2% more for this shadowy advantage. 


Tue ‘“ INFLATION ROUND THE CORNER ” 

The coming into force of the Purchase Tax (October arst), 
increases in the prices of coal, of iron and steel, rise in shipping and 
in rail rates, such are the latest news from the price front. 

The rise of freight rates on homeward shipping by 15° from 
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December 1st seems to be caused not only by increased costs for 
insurance, fuel and longer transport distances, but also by. the 
amount of the requisition rates which the Ministry of Shipping has 
agreed to pay shipowners. By increasing the freight rates it may 
hope to balance the comparatively high rate of compensation. 
Since rates for exports will remain unchanged the new rates repre- 
sent a kind of subsidy to exporters, charged to the consumer. 

Also on December rst all railway goods rates, ordinary fares and 
L.P.T.B. coach fares are to be increased by 6%, with the exception 
of season and workmen’s tickets. This rise is in accordance with the 
much criticized Railway agreement which pegged rates to costs. 
Since wages have risen by £20 millions, materials such as coal, 
petrol, iron, etc., by £16 millions, and other war effects such as 
air-raid precautions, etc., cost at least another £6-7 millions, higher 
charges were considered necessary so that the total increase in fares 
amounts now to about 17% on pre-war charges. It should not take 
very long before this rise comes back to the Railway and Shipping 
Companies in form of higher costs, leading to new increases in 
freight rates, and so on. 

The higher charges seem to originate in fears that Railways and 
Shipping would only survive the war with their finances severely 
damaged. The serious effects of these rises on the war effort and, 
therefore, on the outcome of the war, are obviously considered as 
less harmful, although the results of this policy will soon be apparent. 
Freights and rail-rates form an important part in the costs of basic 
raw materials and fuel and their increase will accelerate the trend 
of rising industrial costs with a dangerous speed, the more sincc 
other increases in prices have been announced at the same time. 
(See Diary Note on Coal and Iron and Steel.) 

The price of lubricating oil was also increased on October 31st 
owing to increased costs. 

The price of paper was adjusted upwards following higher costs 
of raw materials and higher wages, and in order to balance price 
discrepancies between esparto paper and paper made from wood- 

ulp. - 
2 iit October prices for fish and eggs advanced considerably. 
Compared with October 1939, prices of food have increased by 
15%, and of materials by 21%, the corresponding rises since the 
outbreak of war amounting to 46.7 and 37.2%. 


Mositizinc CaPITAL. 

The Minister of Aircraft Production asks the public to give or 
lend to his Ministry shooting brakes and high-powered cars. He 
states that they are urgently required and “ they will relieve us of 
the necessity for buying new cars. Purchases of new cars would in 
part have to be made in the United States.” ‘The President of the 
Board of Trade has earlier given assurance that the production of 
luxury cars has been completely stopped. The Lord Privy Seal has 
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stated that legislation passed ensures a full mobilization of property 
for war purposes. 


Man-Powe™r. 

The number of unemployed rose by 30,394 to 829,846 during the 
August-September period. The number listed as wholly un- 
employed rose only slightly, almost the whole of the increase being 
due to temporary stoppages. While figures for separate industries 
are not available, it is known that the coal industry was the chief 
sufferer owing to the falling off in foreign trade. 

This industry suffered another set-back in October when, owing 
to the decline in the anthracite export market, some 7,500 men were 
discharged in one day in South Wales. It is expected that further 
stoppages will be made in certain districts as sections of the govern- 
ment coal stocks plan approach saturation point. 

Considerable criticism has been occasioned by the delay in the 
clearing of débris and filling in of craters in bombed areas. The 
chief bottleneck it has been stated is the shortage of unskilled heavy 
labour, and there would appear to be every scope for the energetic 
transfer of the unemployed reserve of heavy labour in-the mining 
industry to this use. 

The Ministry of Labour has announced the raising of the age of 
reservation of certain skilled workers in the printing trades from 
30 to 35. Itis widely understood that the printing trades represent 
the most readily available source of skilled man-power for quick: 
training in precision machine-setting and tool-room operations. 
The lack of skilled setters and tool-room operatives is the most 
serious obstacle in the way of expansion of the armaments output. 


CoAL. 

The levy of 6d. a ton, delay in assenting to which by the Mines 
Department has occasioned considerable criticism by producers, 
has not yet come into operation. Some speculation exists as to 
whether the necessary amendments to the Coal Schemes will be 
effected by means of an amendment to the 1936 Act or by means 
ofan Order made under the Emergency Powers (Defence) Act. In 
the latter case, the plan will operate for the duration of the war only. 

In order to meet the rising costs’ of coal production, the Mines 
Department has sanctioned an increase of Is. gd. a ton on the 
pit-head price of all coal, and a further increase of 1s. a ton for 
South Wales and ts. 6d. for Kent. 

The distribution of house coal is to be controlled by an executive 
council comprising representatives of the merchants, factors and the 
Co-operative Union. The Director-General of the Council stated 
recently that extensive arrangements had been made to co-ordinate 
merchants’ transport and labour facilities within the local areas 
governed by the scheme. Consumers’ cellars were now better 
stocked with coal than they had ever been before. 
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Complaints are now being received from householders of a short- 
age in South London. 

The relaxation of the blockade on Switzerland will result in the 
supply of British coal to the extent of approximately half Swiss 
requirements. It is understood that some shiploads of British coal 
have already reached Switzerland through Italian harbours, the 
coal being transported in trucks used for the despatch of German 
coal to Italy. 


TRON AND STEEL 

An advance of about 11%, in the price of steel from November 
1st has been announced, the fourth increase since the beginning of 
1939. As in previous cases the proceeds accrue to the Central Fund 
and will be used solely for compensation for producers encountering 
increased costs. These increases are mainly of two types. The 
increased cost of materials, imported from the Dominions and 
U.S.A. instead of normal European sources, the cost of working 
low-grade ores and of additional A.R.P. all represent increases in 
“real cost. On the other hand increased fuel costs and railway 
rates (the present rise takes no account of the December Ist rise in 
railway rates) represent ‘‘ derived’ costs for the steel industry. 
The proceeds from the latest rise are divided almost equally 
between import costs and “home ”’ costs, which include the second 
type of cost increase. The following note from one producing area 
illustrates the position in regard to the two types: ‘‘ Local produc- 
tion costs have not materially increased, but are expected to do 
with higher railway freights and dearer fuel in the near future.” 

The supply position appears if anything to have improved. 
Steel is being imported from America (600,000 tons in August, as 
against 315,400 in the whole of 1937) and from Australia. Ore is 
being brought from South Africa (17,330 tons in August: total 
average monthly import of ore in 1937 about 580,000 tons). The 
scrap situation is adequate from the point of view of current supply, 
though the method of domestic collection is still criticised on the 
grounds that legal and financial difficulties in the way of a complete 
collection of heavy scrap have not yet been set aside. Meanwhile 
the import of this bulky material continues. Some 22,000 tons of 
iron railings have been provided by local authorities since May 1940. 


“TEXTILES. 

The September seasonal rise in Home wholesale trade as shown 
by the index of the Wholesale Textile Association was anticipated 
this year in August by unusually heavy buying for that month. 
‘The September figure therefore shows that the reduced supplies 
quota is beginning to have effect on wholesale trading. The decline 
in exports, taking into account rises in prices since a year ago, is, 
becoming a landslide. : 

Cotion.—The fixing of raw cotton futures maxima by the Cotton 
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Controller was taken as a first step towards a positive price policy. 
No further statement has come from the Control, but The Financial 
Times reports a draft contract between dealers (which would, of 
course, require the consent of the Control) whereby Liverpool prices 
would be linked with those ruling in Galveston, Houston and New 
Orleans, with additions for transportation and import costs with a 
final 10% on top. 

Cotton Industry (No. 12) Order alters the method by which yarn 
prices are determined. The basic raw cotton price will be that for 
the current month’s futures, instead of the price of futures for the 
next active month. 

Wool.—Arrangements are being made by agreement between the 
United Kingdom and United States Governments for a reserve of 
250,000,000 Ibs. of Australian wool to be held in the United States. 
This reserve would be available for purchase by the United States 
in an emergency. 

The formation of a National Export Company to encourage wool 
and worsted exports is forecast in Bradford. The Company expects 
to have an income of £50,000 per annum, which would be raised 
by a levy on raw wool. The same objection must be made to the 
proposal of a levy as against similar levies on cotton (and the coal 
levy which is even less defensible). "The consumer pays an indirect 
tax which is administered, not by the State, but by a private com- 
pany. This new principle of indirect taxation for the support of 
vested interests is both economically and socially unsound. 

Silk.—In the last fortnight the Board of Trade has taken complete 
control of the silk trade. From October 26th any use of raw silk 
requires a licence. Silk piece-goods and made-up goods have been 
brought under the Limitation of Supplies (Woven Textiles) Order, 
and supplies for the next half year in each case are limited to 25%, 
of the quantities of a year ago. Further, sales of silk hosiery by 
manufacturers or wholesalers are forbidden after December Ist. 
The silk hosiery trade has protested against this ban. Replying to 
criticisms, Captain Lyttelton, President of the Board of Trade, said 
that the ban had been imposed as silk was needed for parachutes 
and other war purposes and also for exports. The position with 
regard to raw silk was too serious for half-measures. 


CONSUMPTION 

The Ministry of Food has fixed the prices of two items of the food 
and vegetable group, which though not absolute necessities, are of 
considerable importance for the war-time diet in winter months 
namely onions and lemons. The maximum price of onions is now 
43d. a pound, the maximum price of lemons 64d. a pound, or 2d. a 
lemon. The lemon is in particular a rich source of vitamin C, of 


which the food of the poorer population always tends to be 
deficient. 
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THE THIRD QUARTER 


1. The third quarter of this year marks a new stage in the 
development of war economy in the U.K. The violent jump. of 
Government supply expenditure in June brought its annual rate to 
£3,500 millions in the third quarter, as compared with £2,070 
millions in the first half of the year. On the other hand the changes 
on the European continent which resulted from the Blitzkrieg in- 
fluenced fundamentally the conditions of supplies from overseas: . 
ships carrying imports are now exposed to the attacks of German 
or Italian submarines and the naval situation makes it more difficult 
to spare warships for convoys. As a result the rate of imports of food 
in the third quarter was, after elimination of the rise in prices, 
25-30 per cent., and that of industrial raw materials about 20 per 
cent. lower than in the first half of the year. 

2. What was the influence of these tremendous changes upon the 
total volume of employment and output? On the basis of an estimate 
of the volume of employment (allowance being made for over- 
time) carried out by two alternative methods, described in Nos. 5 
and 6 of the Bu..eT1N}, I arrived at the conclusion that the rise in 


1M. Kalecki, ‘Wage Bill and Cash Circulation.’ 
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it was probably only slight, if any. Rise in overtime, reduction in 
unemployment and new entries were fully or to a great extent offset 
by withdrawals to the Forces. Ia spite of the violent increase in 
Government expenditure the total volume of employment seems to 
have been not appreciably higher in the third quarter than in the 
first half of the year. 

This means that the strong rise in the production for Government 
needs must have been accompanied by a fall in the rest of industry 
producing for export and home consumption (private new invest- 
ment in and replacement of fixed capital was probably already very 
low in the first half of the year, and it is rather unlikely that the 
reduction in the relevant production was of great importance). 
Now the fall in exports measured by the difference between their 
annual rate in the third quarter: and that in the first half of the 
year, revalued at the third quarter prices, amounts to about £150 
millions per year. A comparison between this figure and the rise 
in Government expenditure given above reveals clearly that the fall 
in the employment in export industries was much smaller than the 
rise in those producing for the Government. Thus it follows that 
there must have been also an appreciable fall in the production of 
goods for home consumption. 

This picture tallies well with the fall in imports of raw materials 
mentioned above. A part of it may correspond to a reduction in 
their stocks; a part, however, probably reflects the fact that arma- 
ment industries have a much smaller share in the imports of raw 
material than in total employment; and thus a shift from the indus- 
tries producing for export and home consumption to armament 
industries, with total volume of employment approximately un- 
changed, must be associated with a decline in raw material imports. 

Moreover, it is probably not so much the labour scarcity but the 
restrictions in raw material imports which prevented the expansion 
of total employment. This may be an important reason for the 
stabilization of unemployment at a relatively high level. It is the 
scarcity of imported raw materials which probably constitutes the 
actual bottleneck in many industries. 

From all data given above there arises clearly the picture of a 
falling supply of goods available for home consumption. We are 
now going to examine the development in the demand for them. 

3. The Ministry of Labour index for the cost of living was about 
5 per cent. higher in the third quarter than in the first half of the 
year. If we take this figure as reflecting the ‘true’ change in the cost 
of living it follows that real wages were more or less unaltered, for 
money wage rates have increased in approximately the same pro- 
portion.’ And since, as stated above, the volume of employment is 


? The rise in the average hourly earnings caused by there being more overtime 
which is paid at a higher rate was probably more or less offset by the increase in 
the proportion of cheaper female and juvenile labour. 


BULLETIN AND DIARY 3 


also not likely to have changed appreciably, ‘purchasing power’ 
did not change substantially either. : 

Retail sales in the third quarter as shown by the sample of the 
Bank of England, after a crude elimination of rise in retail prices, are 
6 per cent. lower than in the first half of the year in food, and 2 per 
cent. in non-food. This may be partly accounted for by the usual 
seasonal change, on the other hand, however, the sales of non-food 
are swollen by pre-purchase-tax buying. Thus with ‘purchasing 
power’ more or less unaltered, some increase in the ‘propensity to 
save’ is likely to have taken place. This is quite intelligible on the 
background of a strong differentiation of wages which arose recently: 
while many workers in the armament industries are earning even in 
real terms much more than in the first half of the year, others are 
earning less ; the former are obviously inclined to save more and 
the latter may be not able or willing to dissave (or save less). At 
any rate the above reductions in retail sales if applied to their 
totals amount to no more than some £150 millions per annum. It 
follows from the discussion in the preceding sections that the tre- 
mendous rise in Government expenditure must have resulted in the 
dwindling of supply of consumption goods of an altogether higher 
order. A gap between demand and supply thus appears, which may 
be accounted for by the actual price increases being higher than 
indicated by the cost of living index of the Ministry of Labour and/or 
by the running down of stocks; although both these factors might 
have been relevant it is the latter which probably played that 
predominant part in the third quarter. 

The discrepancy between supply and demand is particularly 
obvious in the case of food: while ‘real’ imports declined from first 
half to the third quarter of the year by 25-30 per cent., retail sales 
(also in real terms) did so by 6 per cent.; and it must be still taken 
into account that food consumption by soldiers has risen owing to 
the increase in their number. ; 

4. We are now going to supplement the preceding argument by 
considering Government finance. The annual rate of the Budget 
deficit in the third quarter was £2,620 millions, and the rate of 
direct tax revenue (inclusive of E.P.T. and Motor Vehicle Duties) 
£500 millions, which makes together £3,120 millions. In the first 
half of the year the sum of the Budget deficit and direct tax revenue 
was £2,200 millions per annum. Thus the rise in this joint item was 
£920 millions. It is further very likely that a part of the June deficit 
was not ‘genuine’ since the expenditure included then probably 
considerable amounts advanced to contractors over and above the 
current rate of output of armaments. The rise in ‘genuine’ deficit 
plus direct tax revenue was probably above £1,000 millions. ; 

Now by means of methods established in No. 7 of the BULLETIN’, 
it is possible to estimate the value of the increase in incomes other 

1 M. Kalecki, ‘War Finance in the First Half of 1940.’ 
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than wages and small salaries (inclusive of undistributed profits) 
corresponding to a given increase in employment and wage rates 
on the assumption that pre-war correlations hold good—.e., that 
there is no ‘abnormal’ rise in prices causing ‘extra profits.’ Taking 
into account the changes in employment and wage rates described 
above, I arrived at the conclusion that the ‘normal’ rise in the 
annual rate of ‘other incomes’ from the first to the third quarter 
of this year probably did not exceed £200 millions. How much of 
this addition was saved and paid in direct taxes depends of course 
on the changes in consumption out of ‘other incomes.’ If the real 
value of this consumption had been maintained its money value 
would have increased owing to the rise in the cost of living and only 
some {100-150 millions out of the £200 millions would have been 
available for these purposes. If we add to this amount the fall in 
retail sales estimated above at £150 millions, which gives £250— 
300 millions, we allow approximately both for the possible reduction 
of consumption out of ‘other incomes’ and for increase in savings 
of wage- and small salary-earners (for the total real income of the 
latter was more or less unchanged). We may thus conclude that if 
we abstract from the possible ‘extra profits’ due to an ‘abnormal’ 
rise in prices the amount of savings plus direct tax revenue increased 
from the second half to the third quarter of the year by less than 
£300 millions per annum. 

Since, as we stated above, the Budget deficit and direct tax re- 
venue increased by more than £1,000 millions per annum, a gap of 
over £700 millions remains to be accounted for. One of the possible 
sources of funds to cover it is the sales of gold and foreign assets. 
However, judging from the figures of foreign trade, an appreciable 
rise in the rate of these sales could not have taken place from the 
first half to the third quarter of the year—unless considerable 
amounts were disbursed by the Government in the U.S.A. as 
advances for future deliveries and/or on building there plants for 
armament manufacture. Such Government expenditure seems, 
however, unlikely to be so great as to account for more than a 
certain part of the ¢'700 millions gap. A substantial part must have 
been covered by: (i) reduction in private new investment and re- 
placement; (ii) running down of stocks; (iii) ‘abnormal’ rise in 
prices creating ‘extra profits’ and thus causing an increase in savings 
greater than established above. 

As to the factor (i) we have already stated that not much can be 
expected from this source, since private investment and replacement 
probably were severely depressed in the first half of the year. Factors 
(ii) and (iii) night both have operated in the third quarter, but we 
have already expressed the opinion that it was rather the running 
down of stocks that played the more important part. 

5. Although, owing to the lack of relevant data, the argument is 
founded on a rather shaky basis, the possible errors in our estimates 
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seem not to be of such an order as to affect the final conclusion: 
Pressed between the enormous war expenditure and restricted sup- 
plies from overseas this country is using up its stocks, probably at a 
considerable rate. After a certain time this must lead to scarcity of 
goods and price increases, and forerunners of this development are 
already noticeable. The remedy is to extend rationing to most com- 
modities, or to ration the total expenditure in shops. 
M. Ka ceckt. 


ECONOMIC MOBILIZATION 


As long as the war effort was restricted to the level which could 
be carried almost exclusively by re-employing the idle and increas- 
ing the efficiency or the working hours of people already employed 
the ‘voluntary’ system was adequate. Or rather as the voluntary 
system was axiomatically accepted the war effort had to be re- 
stricted to that level. That phase of the war is over. 

1. Consumption. It is impossible to secure by taxation a sufficient 
cut in consumption. People with capital reserves can always main- 
tain their consumption in face of increased taxation. And to secure 
a given cut in the consumption of given articles taxation, or savings, 
both voluntary and forced, would have to be far greater than the 
cut required, unless the scale of preferences of each individual were 
exactly the inverse of the scale of needs of the State—an inconceiv- 
able condition. The present system of restricting supplies to retailers 
on a fro rata basis does not conform to the new distribution of 
demand and is in any case more than likely to cause hardship to 
the poor, whose goodwill is not so important for single firms, and 
to the supplier, for whom profits are lower. Under such circum- 
stances the only solution lies in direct rationing of some essential 
commodities and in the global rationing of expenditure to cover 
others. There remain uncontrolled only certain kinds of entertain- 
ment, books, etc. For commodities which the better-to-do have been 
able to accumulate, special measures of licensing further purchases 
may have to be introduced. 

2. Manpower. At present the system of mobilizing manpower relies 
on (a) the ‘voluntary’ principle, which is only surreptitiously modi- 
fied by using the threat of ‘dereservation,’ by direct restrictions in 
specified industries, and bribes, especially to entrepreneurs; and 
(6) execution by representatives of opposing vested interests, which 
are united in their dislike of reorganization. To the Trade Union 
official it means a threat to his future and to the employer much 
bother for which he cannot altogether recoup himself. The few 
official training centres are not fully used, and no women have yet 
been fully trained there. There is no census of available manpower 
and the census of specialized skill has not been exhaustive. I suggest 
that eventually the Ministry of Labour will have to: 
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(a) order a census of all adults, d ; . 

(6) set up Regional Committees of production experts which can enforce their 
advice as to training, dilution and use of skilled workers, ; 

(c) intensify the training of labour in all suitable shops even for use in other 
factories, but with due compensation, using compulsory powers when 


necessary, : ‘ 

(d) prohibit hiring and firing without consent, and set up hardship tribunals 
to safeguard working conditions, ; ; 

(e) establish a central wage tribunal (having guaranteed iron rations), 

(f) modify for the duration of the war the unemployment insurance and 
assistance schemes. All labour displaced, for whatever reason, should get 
its previous wage (subject to a maximum!) provided it accepts training or 
other suitable jobs. Separate tribunals, working with the Labour Ex- 
changes, should be set up consisting of representatives of the workers and 
technical experts to arbitrate hard cases, : , 

(g) in conjunction with the Ministry of Health institute such social services as 
are necessary in order to secure the employment of women not hitherto 
employed. 


3. Use of plant. Mobilization of plant is at an even more backward 
stage in some respects, whereas in others much more progress has 
been made. On the one hand exhortation is still practised instead 
of compulsion as far as demand is concerned. On the supply sidc, 
however, the intermittent and completely unco-ordinated inter- 
ference exercised by the Ministry of Supply Controls has been more 
systematized by that Ministry and supplemented by Orders affecting 
Textiles, Machine Tools and by the more general Limitation of 
Supplies (Miscellaneous) Order. Furthermore, some active direction 
of exports has been tried both by persuasion on export groups and 
by the formation of export companies. Apart from the U.K.C.C., 
which operates on a geographical basis and can therefore hardly be 
effective, these latter activities—in so far as exports are not left 
to be determined by the wholly artificial price and exchange 
levels, which are no more indicative of comparative advantages 
in exports—are financed by levies on the home sales of the samc 
commodity. In many instances this is an unobjectionable procc- 
dure. But when it is spread to the necessities of life, when financial 
policy implies inflation and when rationing is restricted to a narrow 
field, this policy must inevitably accentuate inequality and aggra- 
vate the position of the poorer classes. At the same time the economic 
survival of the smaller manufacturing firms and of a growing pro- 
portion of the independent traders (quite apart from the problem 
of the distress in evacuated areas) is being jeopardized. The political 
and social consequences of this state of affairs are incalculable. The 
pressure on the Government to relax restrictions will be over- 
whelming, as it will come both from producers and consumers, both 
from employers and employees. Economically the consequences are 
not more desirable. Such freeing of factors of production as will be 
permitted politically will be less than the optimum since firms will 
try to maintain their existence. In the inflationary atmosphere they 


1 And, obviously, separation allowances. 
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can do that by charging the increased overhead cost per unit on to 
price. Hence the labour reserve latent in the staff represented by 
this cost will not be released. Productivity will tend to fall. The 
tendency for a rise in prices will be reinforced. 

The Board of Trade has very wisely sct up a department charged 
with the direction of Government Orders towards areas with labour 
and plant reserve and spreading orders to small firms. They also 
assist the maintenance of productivity by planning the commandeer- 
ing of plant or factory buildings for the expanding armament 
industry and for the forces, so as to eliminate inefficient surplus 
capacity in the ‘oversized’ branches of industry. They have in- 
sufficient powers and co-ordination is not complete. As long, more- 
over, as the Treasury does not satisfactorily settle the problem of 
compensation for commandeering—possibly on the basis of the 
German model—the political problem remains unsolved. Finally 
the distribution sphere has not been included in the scope of any 
of these schemes. And the main reservoir of manpower available 
a entailing added sacrifice—i.e., by rationalization—is in that 

eld. 

A rational solution must come by way of (a) technical and (6) 
financial pooling. (a) The first will have to be administered hy a 
combination of Regional Technical Committees (cf. above) and the 
management of the industrial combines. Adequate plant ought to 
be reserved in each of the ‘surplus’ industries against air-raid 
damage. The surplus should be used as a general reserve pool of 
factory buildings on the basis of a priority system administered by a 
Central Committee. 

(6) The second problem can be solved either (i) by maintaining 
the number ef existing firms as financial entities or (ii) granting a 
financial compensation with suitable safeguards. The first will 
commend itself mainly in industry, the second in distribution. 

Financial survival can be guaranteed either by individual subsi- 
dies, a method which failed in Germany and has nothing to com- 
mend itself, or by compulsory pooling. The latter can take the form 
of (i) direct pooling (trust or holding company) or (ii) cartel with 
an equalization account. To obtain the advantages of technical 
pooling the first method is preferable. The cost of maintaining firms 
can be borne (1) by the firms maintained whose profits will rise, 
(2) by the consumer of the article produced, (3) by the general 
budget. In this country the second method has been chosen hitherto 
almost exclusively in the piecemeal attempt to deal with the prob- 
lem. It is dangerous and inequitable. The first, supported in case of 
need by the third, is the right method. Incidentally such cartelliza- 
tion or trustification would provide the solution for a rational export 
policy. ; Eb. 

In those branches of industry or distribution where the survival 
of the individual firm is not desirable, financial compensation should 
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be paid. If a rational consumption and investment control has been 
adopted, no further measures are necessary except that compensa- 
tion should only be given if the recipient is willing to undertake 
suitable duty. If there is no rationing in force compensation must be 
paid in blocked bonds (free of interest) whose premature unblocking 
would be subject to licence. 

To reap maximum benefit from the reorganization of industry it 
would-be necessary to standardize products, both military and 
civilian. The excess profits tax should, moreover, be reduced (to, 
say, 80 per cent.) so as to give some incentive to efficiency. The 
control of consumption and investment will adequately guard 
against the abuse of the increased purchasing power. In this system 
wages and prices could and would have to be fixed by the State 
after consultation with interested pariies. 

The continuity of future production and distribution can be 
safeguarded 

(a) by rationing severely all essential supplies whilst ensuring that production 


is maintained by the relevant combines. The Surplus Stock should be 
dispersed ; 


« 


(b) by pushing forward with plans for alternative productive capacity (cf 

above). 

In a system fully mobilized as described above the financial 
problem is irrelevant. Surplus incomes are saved in the absence of 
any other outlet. Yet in order to compensate workers for thus fore- 
going Trade Union rights and to promote a better distribution of 
the National Wealth and at the same time prevent such unwieldy 
increase in the National Debt as would render the relaxation of 
controls impossible, a tax on property in all forms should be intro- 
duced, payable in kind, which would provide a sinking fund against 
the increase in the National Debt. 

T. BALocH. 


WAR MATERIAL FROM THE U.S.A. - 


The ability of the U.S.A. to supply war material to Great Britain 
may be estimated from the amount of unemployed capacity in the 
industrial system and the demands which the system has to meet. 

Apparent surplus capacity may be estimated from unemployment 
statistics and from indices of industrial activity. Total non-agricul- 
tural unemployment at the end of 1939 was 9-10 million persons 
(including 2 millions on the rolls of the W.P.A. and C.C.C.). The 
Industrial Conference Board gives 8-3 millions for July and 7-7 for 
August 1940; probably exclusive of the relief-work employees. Total 
employment in December 1939 was given as about 35 millions. 
Since the total number of employables has increased by 12-15% 
since 1929, and the population by only 8%, the Department of 
Commerce estimates that a return to 1929 per capita real income 
would only reduce unemployment to about 5 millions. Moreover, 
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comparing March 1940 with August 1937 (a peak of industrial 
activity comparable with that of 1929) hours of work per week have 
declined, partly because of the Roosevelt labour legislation. The — 
decline in all ‘manufacturing industry’ is about 3°%. Table I shows 
the decline in particular industries. 


TABLE | 
Hours worked per week 1940 and 1937 (Department of 
Commerce) 

Industry March 1940 August 1937 
All manufacturing ... 37°5 2079 
Durable goods... ... 38-3 40°1 
Non-durable goods ... 36-9 97°2 
Iron and Steel ... 36-1 39°9 
Machinery sees 40°7 40°8 
Aircraft et ee 38-4 Ate 
Automobiles... ... 42°1 34°9 
Shipbuilding 38-2 


The net reserve of available labour is, however, less than it would 
appear to be from these figures, since the employment indices of 
certain key industries have already shown marked advances in the 
last year (see Table II). The National Industrial Conference Board 
states that 60°% of manufacturers recently interrogated declared 
that a shortage of skilled labour was threatening the fulfilment of 
Federal orders. The munitions industries may well reach a stage at 
which output cannot be expanded, some time before apparent 
‘full employment’ is reached, and at that point industrial training 
and transference will be required before output can expand. 


Tas_e II 
Indices of Employment and Changes 1939-1940 (F.R.B.) 


Explosives ... wee 127°0 45°0 


Points gained 
Industry Index Fune 1940 | May 1939—June1g40 
Average 1G23-5 = 100 of 
| 
All industries ase 100°5 7:0 
Durable goods 6 96-7 16-0 
| Non-durable goods 104°1 08 
| Iron and Steel ve 104.°6 32°0 
Machine tools ee 228-0 550 
baAtireratt 2. ed 24390 1090 
Automobiles sees "10470 32°0 
Shipbuilding Ses 164°0 39°0 
| 
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Considering industrial capacity, we reach the same conclusion. 
Combining the maximum levels reached individually by the four- 
teen industries on which the old F.R.B. index was based, we reach 
a hypothetical maximum capacity of 145 in June 1940 (1923-5 = 
100) as against the actual value of 115 for June 1940 and 119 for 
1929 (average). The logical defects of this calculation are obvious, 
but it may give a rough idea of the extent of unused capacity of 
basic industries. It must be noted that most of the advanced arma- 
ment industries are not included in the fourteen industries in ques- 
tion, and that while important extensions of plant have taken place 
in the last two years (particularly in the iron and steel, aircraft and 
machine tool industries) a large proportion of all industrial plant 
in the U.S.A. is somewhat obsolete. The American Machinist estimates 
that in 1930, of all metal-working machinery, some 52% was less 
than ten years old, but that the corresponding figure for 1940 was 
only 30%. And it is not at all obvious that the industries recently 
re-equipped are able to cope with the increased output which is 
required. Iron and steel, machine tools and aircraft have all been 
at about 93% capacity since August 1939, and it may well be 
difficult to raise the rate of operations above this level in the short 

eriod. 

2 It is doubtful, moreover, whether American industry has as yet 
felt the full effect of American and British Government expenditure, 
and it seems likely that the expansion before July 1940 was due 
almost entirely to forecasts of the probable requirements of con- 
sumers and of shortages of supplies. According to the British 
Purchasing Mission, only one quarter of theg$2,o00 millions of 
orders placed by Great Britain in the first year of war had been 
fulfilled by June this year, and the expenditure planned for 1940~41 
is certainly much larger. Similarly, of the $15,000 millions appro- 
priated to defence by the Federal Government before the end of 
September 1940, very little can have been spent in time to have 
much effect on conditions to date. 

The conclusion to which this leads is that British requirements 
can only be met by some system of priorities and by modifying the 
present situation in which the British Government competes with 
the American for armament output. This conclusion is supported 
by three further considerations: first that the total value of indus- 
trial output in 1937, as given by the Census of Production, was 
$61,000 millions,t while intended U.S. Defence expenditure for 
1940-41 is $15,000 millions, and that of Great Britain may well be 
of the order of $4,000 millions in 1940-41: secondly that of the 
probable shortage of skilled labour, which can only be met by indus- 
trial training and transference: and thirdly by the limited capacity 
of key industries. The total output of the aircraft industry, for 


_* The total for iron and steel, non-ferrous metals, machinery and transporta- 
tion equipment was $22.000 millions. 
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example, according to Mr. W. S. Knudsen of the Defence Advisory 
Committee, was probably 900-950 machines in October 1940 (and 
not 1,130 as scheduled), and he ‘hoped’ that the output would he 
1,250 per month by January rst, and 1,500 by July, 1941. Clearly, 
if both countries are to rely to any extent on U.S. output, it will be 
a long time before the requirements of the air war of 1941 can be 
met. ‘The same need for priorities was shown in the first quarter of 
1940 by the difficulty with which British machine-tool orders were 
met by an industry which, though running at 95°% capacity, was 
endeavouring to supply, in addition, American civilian and govern- 
ment demand. 

No attempt has been made here to estimate the expansion of 
armament output which a limitation of the production of e.g., 
automobiles, for civilian use would allow. A system of priorities 
allowing to Great Britain far more than the 50° of current arms 
production spoken of by the President, isclearly required and would 
help mect our immediate needs. In point of fact it seems that the 
real requirement of the U.S.A. for some time to come will be the 
capacity to produce munitions in the future rather than actual 
output for immediate use, and that our needs are therefore comple- 
mentary rather than competitive. 

E. J. BuckaTzscu. 


DIARY 


FINANCE 

The position in the Government finance in October as shown 
by the Table below exhibited tendencies similar to those in Septem- 
ber. A strong rise in Deposits (Current and Deposit Accounts) 
enabled the Banks to finance a large part of short-term and a 
substantial part of long-term Government borrowing. However, a 
part of floating debt was still financed outside the Banks, which was 
reflected in the fall in Discounts and Short Loans, while Tender 
Bills have even slightly increased. The rise in Investments, probably 
due to purchases of 2$°% National War Bonds, amounted to more 
than 40%, of the total sales of the latter. 


GovERNMENT BorROWING (+) OR REPAYMENT (—) £Mn. 
August September October 


Tap Bills + Ways and Means Advances .. = + 153 + 73 + 49 
Tender Bills aes oes S. ie .. + 10 oO + 4 
Treasury Deposit Receip se bac ee Co) + 94 + 75 
Floating Debt... Bed Bs Sih noe et 63 + 167 + 126 
24%, National War Bonds — se a a ciBsy | + 40 + 56 
National Savings Certificates + 3% Defence 

Bonds aoe ate ae wae #1) se) 25, + 16 + 21 
Other Items ane aot oe — <7 ct | 3, ar. SS qr GS 
Total Borrowing or Repayment + 248 -+ 226 + 207 
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Cuancrs IN CLEARING Bangs LiApiLities AND Assets £MN. 


Current Accounts net of Balances with other 


Banks, etc. + 32 + 49 Or 
Deposit Accounts... + 6 + 32 =F 
Cash Basis ade a + 11 + 5415 — 18 
Discounts and Short Loans Ne T7 — 33 —298 
Treasury Deposit Receipts fa) -- 66 + 88 
Investments aca sists + 24 + 15 BES GIs 
Advances ... = al r 18 — 3 


The reasons for the rapid increase in Current Accounts in the 
last two months are not quite certain. It may have been caused 
partly by a rise in prices which is perhaps actually greater than 
that shown by the index of wholesale prices of the Board of Trade 
because it might have been prominent just for finished goods which 
are rather poorly represented in this index. It is, however, also 
possible that various dislocations resulting from bombing make it 
desirable to keep more ready cash in relation to the volume of 
transactions, and that the rise in Current Accounts reflects partly 
this adjustment. The rise in Advances in September, due to similar 
reasons, has already been brought to a stop. 

A significant feature of the October Clearing Banks return is the 
fall in the Cash Basis, which caused a reduction in the Cash Ratio 
from about 11 to about 10%. 


FoREIGN EXCHANGE 

Two new foreign exchange Orders have been issued (November 
2end). The first (S.R. & O. 1940, 1,98Q) is designed to prevent the 
transfer into foreign currency of certain capital payments to non- 
residents. ‘The chief of these are cash legacies, redemption proceeds 
of securities (but not of 3% Defence Bonds and National Savings 
Certificates) and the proceeds of sales of real estate. The Order 
empowers the Treasury, when permitting transfers to non-residents, 
to make permission conditional on payment being made into a 
blocked account with a banker authorized to hold such accounts. 
Sums paid into the blocked accounts can be invested in securities 
specified in a list published by the Treasury, and interest on these 
will be dealt with in the same way as interest on other securities 
held by non-residents. 

The second Order compels the notification to the Bank of 
England of the gold, specified foreign currencies, U.S., and other 
specified securities, held by companies which, though legally out- 
side the sterling area, are under the ‘ effective control’ (defined in 
the Order) of persons in the U.K. This is not so restrictive as it 
appears at first sight, since it does not apply, unless the Treasury 
specifically directs that it shall, to subsidiaries outside the sterling 
area, controlled by such companies. 
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By a further dollar stock Vesting Order, of November 18th, the 
Treasury has acquired further holdings of the American securities 
listed in the Vesting Orders of February 17th and April 13th. The 
new Order applies to securities registered since the latter date. 
Arrangements for the re-investment of the whole or part of the 
sterling payable under the Acquisition Order in National War 
Bonds or 3% Defence Bonds have been made. 


‘INFLATION ROUND THE CORNER’ 

It is interesting to follow the irregularities within the general 
upward trend of prices. From the Table below it is shown that the 
Wholesale Food Price Index (Board of Trade series for Food and 
Tobacco) had risen by October 1940 by 59° as compared with 
August 1939." Retail food prices had risen by only 25,°% in the same 
period. Even making all allowance for the inadequacy of the latter 
series as an up-to-date measure of the working-class cost of living, 
and for the fact that the items in it are not directly comparable 
with all the items in the Board of Trade index, the comparison 
provides evidence of the considerable success attained by the 
Government in shielding by subsidies the working-class standard of 
living from the effects of rising prices. 


BoARD OF TRADE WHOLESALE Foop AND Tosacco Price INDEX COMPARED WITH 
Cost or Livinc (ReTatL) Foop Price INpEx 


(August 1939 = 100) 


Wholesale Retail 
December 1939 ... 133 1t5 
June 1940 dc 144 116 


October 1940 oe] 159 125 


Below are given indices based on quotations for typical iron and 
steel products at the raw material, semi-finished and finished stages 
of production. The quotations are taken from the Iron and Coal 
Trades Review. 

Iron ore prices appear to have been successfully stabilized by the 
Control, although the precise financial arrangements whereby this 
is done are not disclosed to the public. The rises of over 30%, in 
semi-finished and finished steel prices® are justified by costs, accord- 
ing to the steel manufacturers, and certainly cannot be said prima 
facie to be inflationary. 


1 The figures quoted on p. 15 of the last number of the Butetin, Vol. II, No. 9, 
for the percentage increase in the wholesale prices of food and materials were 
calculated from the Financial Times wholesale price index. 

2 Prices have risen again in November by another 12%. 
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Taste II 
Price Inpices or IRoN Ore, SEMI-FINISHED STEEL, AND FINISHED STEEL 
(August 1939 = 100) 
Index for June 19490 Oct. 1940 
Iron Ore, N.W. coast native, f.o.t. per ton ... Sf 109 109 


Acid Steel up to .25% C. des ie fe By: 119 133 
Finished Steel: Medium Plates 6 Ibs. or more per sq. ft. 120 137 


On a base of August 1939 the Board of Trade’s indices (October 
1940) for the products classified as “Basic Materials,’ ‘Intermediate 
Products’ and ‘Manufactured Articles’ stand at 154, 150 and 126 
respectively. (Raw materials were even higher in June 1940.) 
Theseindicesdo not refer to comparable commodities but represent 
typical price-movements within the defined categories. 


LIMITATION OF SUPPLIES FOR THE: Home TRADE 

The first restrictions of sales of consumption goods (other than 
food) were introduced in April of this year, for textiles,t and in 
June for a wide variety of articles (about 2,000) commonly used 
but not essential. The June Limitation of Supplies Order limited 
the value of sales in the period June 6th to November goth, 1940, 
of any class of the ‘controlled’ articles, by wholesalers or manufac- 
turers to retailers, to two-thirds of the value of sales in the six 
months ended November goth, 1939. It was left to the wholesalers 
and manufacturers themselves to ‘ration’ retailers. Under the new 
Order (affecting some 800 articles) there are three quotas, 50%, 
334%, 25%, for different classes of goods (for aluminium hollow- 
ware and silk hosiery the quota is nil). In announcing the Order 
Mr. Lyttelton said ‘... . the public should be told quite plainly that 
there will be inconvenience and hardship, but they can rest assured 
... that they.are putting aeroplanes, tanks, rifles and all the appara- 
tus of war into the hands of our fighting Services.’ He also said ‘I 
am proposing to see that officers are appointed . . . to ensure that. 
equitable distribution is being carried on.’ 

This vague statement is the sole indication that the inevitable 
effect of these drastic cuts on consumption is realized by the Govern- 
ment. As Mr. Kalecki points out in this number of the BULLETIN, 
present ‘purchasing power’ is about the same as in the first half of 
1940. Either retail prices will rise enormously, therefore, or stocks 
will be rapidly run down and there will be shop queues. In any 
case it is quite impossible to ensure ‘equitable distribution’ by any 
other means than general rationing of the controlled goods, either 
individually or in terms of total expenditure per head in shops. 
The recent figures for retail sales show that pre-Purchase-Tax 
buying was on a considerable scale, and it is well known that much 
of it was due to expenditure by the richer classes. The prospect of 


1 Textile limitation is by volume. For cotton goods the first ta or 
it was reduced in June to 374%. . Hee WAS: 
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the disappearance from the market of a wide variety of articles can 
only, in the absence of rationing, lead to even greater retail buying. 

It is, moreover, not the curtailment of consumption which pro- 
duces aeroplanes, but the action of the Government in setting more 
and more workers to build factories and operate machines. It is 
clear that the ‘man-power drive’ is not yet on a sufficient scale to 
absorb rapidly the workers in consumption goods trades rendered 
unemployed by the Limitation Order. This is already shown in the 
increased unemployment and short-time working in the cotton 
industry. The utmost care should be taken, therefore, to provide 
that the cut in consumption goods is no greater than that necessi- 
tated by the reduction in the imports of raw materials, and for the 
provision of workers for other occupations. 


CoaL 

Further details of the Coal compensation scheme are now avail- 
able. Representatives of the colliery owners and the miners have 
agreed that the 6d. per ton levy should be added to costs,! that 
2s. 6d. per ton compensation shall be paid on any reduction of 
deliveries compared with the corresponding quarter of 1939 and 
that the latter sum shall be computed as profit for the purpose of 
the quarterly reckonings on which miners’ wages are based. 

Meanwhile the introduction of the scheme has been delayed 
while negotiations between the colliery owners and the Inland 
Revenue continue on the question of whether the 2s. 6d. per ton 
should be computed as profit for the purpose of taxation. 

The basic rise in the price of coals of 1s. gd. per ton, sanctioned 
by the Mines Department in October,-has now come into effect. 
This rise together with differential local rises will yield increased 
receipts of between £17-20 millions to the coal industry in any full 
year. In addition, the levy, anticipated shortly, will yield approxi- 
mately a further £5 millions. 

The efforts of the Mines Department to solve the winter shortage 
problem of the domestic hearth appear still to take the form largely 
of exhortations to local authorities to establish reserves. In the case 
of London the Minister admitted that the reserve actually stocked 
barely exceeded a four-day supply. The Mines Department and 
the railway companies are still discussing responsibility and promis- 
ing closer co-operation. 

The scheme to share the home market with exporters has resulted 
in a peculiar situation in the Salford district. Plans for stocking 
50,000 tons of coal were drawn up six months ago, but no coal has 
yet been received. Supplies could be obtained locally, but the Mines 
Department has insisted that the demand be supplied by Northum- 
berland pits, which have been hit by the loss of export markets. 
It is reported that Manchester could obtain supplies from York- 

1 And, hence, to price. 
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shire, but under the agreement must obtain them from Northumber- 
land. 


A New Export PoLicy 


The new President of the Board of Trade has announced (Novem- 
ber 13th) that exports will be encouraged if (a) they are essential 
to Empire and Allied countries and (6) they yield foreign exchange 
needed. This is undoubtedly a very great step forward, but it is 
not clear that the principle has yet been accepted of endeavouring 
to export all those commodities which are (a) non-essential, (4) 
whose production does not absorb manpower and plant which can 
efficiently be used for essential production. 

Negotiations have been started to finance the export of silk goods 
by raising their home market price, and the establishment of a rayon 
export company to be financed by a levy on the raw material has 
also been reported. 


WAGES 


The demands of the Engineers’ and Shipbuilders’ Unions for 
wage increases of about 12s. and of ros. per week respectively, and 
the grounds of refusal given by the employers has served to draw 
attention to'an important aspect of economic and financial policy. 
Both Unions and employers are interested in maintaining certain 
relationships between their prices—that of consumption goods, that 
of labour and that of the final product. When the first of these is 
rising there must be pressure from the Unions to raise the second 
(which they naturally regard as too low at all times), and any rise 
in the latter will be resisted by the employers unless the price of the 
product rises correspondingly. In the case of the Railway Com- 
panies, this is provided for by the Agreement with the Government, 
and the £20 millions increase in wage bills, and other increased 
costs are at least covered by increases in charges. The engineering 
employers, even though the 100% E.P.T. has made the maximiza- 
tion of profit margins a less powerful motive than before, assert 
their unwillingness either to raise the cost to the nation of their 
output or to cut into their profits. It is clear that the ‘solution’ 
incorporated in the Railway agreement is ‘inflationary,’ but that 
that offered by the engineering employers is unacceptable unless 
Aecabnbee by permanent stabilization of the price of consumption 
goods. 

The absolute magnitudes involved are not, apparently, very 
large. The Ministry of Labour Gazette gives wage increases coming 
into force in September 1940 as £48,000, affecting 460,000 persons, 
while the aggregate rise in the first nine months of 1940 was 
£1,760,000 (affecting particularly miners in the North, Midlands 
and Somerset, and the tailoring and food preserving industries). 
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Some figures of engineering wages, given by Sir Alexander Ramsay 
are as follows, relating to a test week in June 1940. 4 


Taste I 
Hours AND EARNINGS IN ENGINEERING TRADES, 1940 


Hours per Weekly General 
Trade Week | Earnings Average 
Sogads 
1. Skilled fitters: Soda 
time rates 58°3 1i3 3 133 4 
piece ss 59°0 142 3 
2. Turners and machine men: 
(i) (at fitters’ rates and above) 
time rates 57°7 1 17a) 138 4 
piece «., 60:0 145 0 
(ii) (at below fitters’ rates) 
time rates 58-0 gi I1 rae 16 
piece sa;; 58-0 116 
3. Sheet metal workers: 
time rates 56-5 TTOm 6 141 6 
piece. ., 56-7 147 8 : 
4. Moulders (loose pattern) : 
time rates 54°3 96 9 105 5 
PIece:..5,; 52°3 114 0 
5. Platers, riveters and caulkers: 
time rates 54°2 98 8 115 2 
piece . 55 54°4 126 4 
6. Labourers: 
time rates 58-9 84 3 86 o 
piece 1_., 58-7 96 2 


According to Sir Alexander Ramsay, increases of hours and 
weekly wages in engineering have been as follows: 


Tasre II 


INCREASES OF Hours AND EARNINGS IN ENGINEERING 
October 1939—October 1940 


Weekly 
Earnings 


Send. 


Skilled ... ... + 28 o 
Semi-skilled ... : + 24 1% 
Unskilled ae : + 16 4 


It must, of course, be remembered that the total number of people 
in receipt of the comparatively high weekly earnings given in 
Table I is a very small proportion of the total number of insured 
workers in all industries. 
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MANPOWER - 

The number of wholly unemployed in the September-October 
period rose by 21,760 to 635,431. The number of wholly unem- 
ployed women jumped -by 30,000 to 257,300 while the number of 
men in this category dropped by 9,000 to 309,357. The number 
temporarily stopped dropped by 14,000 to 171,082, an improve- 
ment in which both sexes, juniors and‘ adults, shared. 

An inquiry by the Ministry of Labour aided by the provisions of 
the Evacuated Persons (Registration) Order, to determine the 
extent to which evacuation influences the unemployment figures 
has revealed that during the last month 38,000 women and 11,000 
men were evacuated and seeking work in a new district. 

The Minister of Labour stated that the general principle of the 
training of men for munitions work is to exhort employers to train 
the bulk of the men required for industry and to supplement it by 
Government training centres. In the last few months 10 new centres 
had been opened and 4 existing ones extended. An ‘auxiliary 
training’ scheme had been initiated by which employers would 
train not only for their own needs but also for transfer to employ- 
ment elsewhere. 

At the same time it has been announced that one million persons, 
‘of whom 500,000 will be women, will be required for the munitions 
industries by August 1941. This is a more modest estimate than the 
million women called for by Mr. Churchill in February, but still 
too large. Mr. Bevin states that the number now in training in 
Training Centres is three times as great as it was last May. In 
February the number of trained per annum from the centres was 
estimated at 40,000. We shall probably not unduly violate the 
facts to assume .a maximum figure of 140,000 trainees per annum 
from this source. In nine months the centres might at the most 
produce 100,000 trained persons leaving industry to train 900,000 
in the same period. It is extremely unlikely that this figure can be 
realized in a year. 


ERRATA—BUuLLETW, Vol. II, No. 9 


‘Working Class Budgets : Analysts of Expenditure’ 

There are two errata in Table II. In Section A (Total Family 
Consumption), column 93-110 (pence spent on food) now 160-179 
(index of consumption) should read: 


Io 
: (5°4 : 3:0) 
The heading of Section B should read: Family Consumption exclud-° 


ing Rent (as stated in the text), instead of ‘Family Consumption 
excluding Fuel.’ 
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WORKING CLASS BUDGETS: OCTOBER 1940 
A ComMPARISON wITH May 


A second collection of working-class budgets, similar to the May 
inquiry, was undertaken by the Institute in October, covering 
expenditure during the two weeks beginning Friday, October 18th. 
Unfortunately it was impossible to get in touch with all the house- 
holds which supplied budgets in May. In some cases the house- 
holders had moved from the locality; in others the Institute had 
lost contact with the investigators who had collected the budgets in 
May. A few of the householders who had co-operated in May 
stated that they were now too busy to supply budgets. We are 
grateful to both the investigators and the housewives who supplied 
information, often despite considerable difficulties and inconveni- 


ence. 
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In all, 106 budgets were obtained. Of these, 66 are from families 
whose numbers and structure have not changed since May. These 
will be called in this article the comparable families. Twenty-four 
budgets come from families whose numbers have either decreased or 
increased, or whose structure has changed in some other way. In 
some cases, for instance, children who in May were still at school 
have become earners, a fact which affects not only the income of 
the family but also, probably, its mode of living, in particular as 
regards expenditure on food. These families will be called the 
changed families. Finally, 16 budgets were supplied by families which 
either took no part in our May survey or whose May budgets could 
not be identified. We shall call these the new families. 


Tasie I 


GEOGRAPHICAL DiIsTRIBUTION AND STRUCTURE OF FAMILIES. 


Comparable | Changed few 
No. of :— | Fami-| Per- |,,, ,||Fami-| Per- | .., , || Fami- | Per- 
lies | sons | “4en’ |) jies | sons | “Men lies | sons | ‘Men’ 
Kent 2 3 9 8-0 
London ... = aaa ase = 
Oxford 15 4 | 234 117-4 
Bristol 8 9 | 503? | 39°71 
Birmingham | 2 I 5 4°3 
Stoke 5 — — — 
Leedsuuere 4 — — — 
Sheffield ... II — — — 
Lincoln ... 5 I 5 471 
Manchester 2 — — — 
Newcastle 6 2 9 74 
Glasgow ... 3 I 4 31 
Dundee ... 3 3 II 8-8 
Total) cx 66 REZ |. 92-2 
Average no. 
in family 4°9° | 3°88 


Average structure of 106 families 
4:8 persons; 3-6 ‘men.’ 


The ‘man’ value per family has been calculated according to the 
scale applied in May, i.e., an adult male is counted as 1-00, an adult 
female as 0°85, a person over 65 years of age as 0-65, and juveniles 
and children as from 0-85 to 0°33. ° 


? One person stayed one week only. 
* A child boarder has only two meals a day. 
*In May, 4:8 persons; 3:7 ‘men.’ 
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TABLE II 


WEEKLY Famity ExpeNDIruRE 
(in shillings) 


66 Comparable Families 24 Changed Families 
May OcTOBER May OcTOBER 
per! f’am.| pers. | man | Fam.| pers. | nan | Fam | pers. | man | Fam. | pers. | ma 
‘ f . . pari . ° an 
ake ae >. 31°8| 6S) or} 31-4] 6:7} 8-9] 33:5} 7:0] 9:0 | 36-7 aek 05 
an on ee so tery ere tease armen | asa er pres: il 2. 31) 104] 21] 2-7 
eae LCS an SD 5 eA sO 2 Om ie Te9 | 76.)) “Beg: 1°83) sana 
— and Light 54) 02) 15) 64) 4} 8) 5:2) rex) pg) 68) 4] 7-8 
ousehold  .. 3° | 0°7'| 079) 2°21 0-5 | 0°6 | 5:6 | o°8'| rol 4:7! 1-0] 72 
Miscellaneous Igo | 3-0] fo} 15-1] 3:2] 4:3 | 23-9 | BO SF NEF 2s 45 
Tora aie 70'S | 15:2 | 20:2 | 73°6 | 158 | 20°8 | 73-8 | 15*5 | 19°& 84-7. 17-3. ee 
163 families 106 families Relative Expend.| Min. of Labour 
of 106 families | Cost of Living 
May OcTOBER (Oct.) Index Weighting! 
cae incl. excl. incl. excl. 
; ; miscel- | miscel- | miscel- | miscel- 
per} family man family man_ | laneous | laneous | laneous | laneous 
Food .. ee. Soor 9°3 33°7 9-2 441 57°7 53°6 56-2 
Rent .. xe Ir-6 33 10°9 3°0 I4°2 18-7 13'7 14°4 
Clothing... 5°6 r6 73 2-0 9°5 12°5 Ig‘t 20°0 
Fuel and Light 55 I°5 6°5 1°8 8:5 IIvl 9°0 9°4 
Household. . es - 2°9 0°38 
Miscellaneous aes tae. I5°2 4°2 #37, = #6 Ss 
_Torat 100:0 100-0 100-0 = 


It will be seen that the average total expenditure in May of 163 
families was about 5°% above the average total expenditure in 
October of 106 families, and that their average outlay on food 
per man was about the same in both months. It .is, however, 
more instructive to compare the budgets for May and October 
of identical families. The budgets of the 66 comparable families 
and, more particularly, the budgets of the 24 changed families, 
show on the average distinct increases in the total outlay, although 
the average expenditure on food of the 66 comparable families 
has slightly declined. In both groups of families, expenditure 
on clothing, fuel and light, and miscellaneous items has risen. Some 
of the increased expenditure on clothing was probably due to the 
expectation of the purchase tax.” The ‘miscellaneous’ group, which 
includes earners’ pocket money (if given in the budget) may include 
some additional expenditure on clothing paid for directly by the 
earners. 

The go budgets from families which also supplied budgets in May 
clearly show an increase in expenditure and thus indicate an in- 


1 Corrected for the relative rises in price from July 1st, 1914, to October— 


November, 1940. oe i > 
2 According to the Ministry of Labour cost of living index the increase in the 


retail price of clothing from May to October was only 7°4%,- 
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crease in incomes. This, however, does not seem to have affected 
the average expenditure on food per man. 

The expenditure on food of the 106 families in October and the 
163 families in May show a very similar distribution. 


106 Budgets (October) 

Average expenditure per person 7s. od.; per man 9s. 3d. 
Lower quartile Cs en OSS OC 2 Per. 7s. 6d. 
Upper quartile - A ea Bar Odes or ee ee pees 
163 Budgets (May) ; 

Average expenditure per person 7s.-1d.; per man Qs. 3d. 
Lower quartile fs 4 Bscods Gari Be eperods 
Upper quartile = wa LOSS Odes, eae ss aes 


The average expenditure on food as well as the lower and the 
upper quartiles were practically the same in May as in October, 
but the relative expenditure on the several groups of foodstuffs has 
changed somewhat, as shown in Table III. 


Tas_e III 
RELATIVE EXPENDITURE ON Foop 


66 families 163 families 106 families 


May October May October 

Cereals al eco tees 17°6 15°3 16-9 
Fats ... a 1°5 I°5 1g I°4 
Meat... <s-| 23°0 26-7 24°1 27°4 
Fish ... ia g°1 3°3 3°2 3°8 
Dairy... wel ZO 22-6 25°6 21°8 
Groceries 11°8 119 P2°E 113 
Potatoes : 4'1 3°2 tae 37 
Veg. and Fruit 98 9°5 4°4 9-7 
Other food ... 3°9 3°7 4°0 4:0 

100°0 100°0 100°0 100°0 


Of the 66 comparable families 20 had allotments from which in 
October they obtained a certain amount of potatoes and vegetables. 
Nineteen of them bought no potatoes at all in October, while in 
May only one of these families got their potatoes from the allotment. . 
This accounts for the reduced proportion in the expenditure on 
potatoes. It seems, however, that those families which in October 
grew a substantial quantity of other vegetables spent most of the 
amount thus saved on more expensive commodities of the fruit and 
vegetables group, in particular on fresh fruit and tinned fruit and © 
vegetables. 

The expenditure in the dairy group is somewhat affected by the 
reduced butter ration in October. It appears that the families did 
not replace it fully by margarine, for the consumption of butter and 
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margarine together of the 66 comparable families was in October 
only 82% of that in May. Expenditure on all dairy produce had 
declined by 17%. Table IV shows the consumption of the main 
foods of the dairy group in May and October of the 66 comparable 
families. 


TasBLe IV 
Consumption oF Dairy Propuce (PER WEEK) 
66 Comparable Families 


Per Person Per ‘Man’ 
May October May October 

Butter (pence) 5 232 6-0 2°9 

Margarine ( ,, 1-8 2°2 2°3 2°9 

Fresh Milk ( ,; ) 7°4 8-6 9°8 11-4 

(pints) 23 24 ces f2 

Tinned Milk (pence) D2 0-5 Dy) 0:6 
Cheese. (by 

weight (pence) 1-5 1-6 Q°I FRB? 

(ounces) 18 r-9 2-4 25 

Eggs (pence) 4°7 2°5 6-2 3:0 

(no.) Ox 0-6 3:0 0-8 

All Dairy Produce (pence)!} 22-0 18-0 29°0 24°0 


In May the consumption of dairy produce per person of these 
66 families amounted to about 22d. per week, in October to 18d. 
The difference is 4d., of which 2d.? is due to the decline in the 
expenditure on butter and margarine taken together. Also about 
2d. less was spent on eggs, which in October in some localities were 
practically unobtainable. The average price of an egg, including 
expenditure on cheap preserved eggs, was 3d., as compared with 
about 2d. in May. The outlay on special milk preparations for 
babies, which are also included in the total expenditure on dairy 
products, was smaller in October than in May. This and the decline 
in the expenditure on tinned milk—which in many places has com- 
pletely vanished from the market—counterbalance the increased 
outlay on fresh milk. Fresh milk in the above table refers to all fresh 
milk consumed by the family, whether or not obtained under the 
Government milk scheme,’ but not to milk taken by the children at 


. di rtain small items not in the table. — — 

2 Of this lightly more than 1d. is caused by the reduction in price in conse- 
quence of the relative change in the proportion of butter and margarine consumed, 
and slightly less than 1d. by a decline in the actual consumption of butter and 
mm? 46 of the 66 families obtained milk under the scheme, 3 of them free. The 
total quantity consumed by them was 123% pints per week, 21 of them free of 


charge. 
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school. It will be seen that there was practically no increase in the 
quantity of fresh milk consumed. The average price of cheese 
bought by weight was about 3d. more in October than in May, 
though according to the Ministry of Labour cost of living index it 
had declined by about $d. 

Meat is rationed by price. The meat ration in May was 22 penny- 
worth a week, and in October 26 pennyworth, children under 7 
years of age being entitled to only half a ration. The average weekly 
consumption per ration of the 66 comparable families was 11-4 
pennyworth in May and 13-1 pennyworth in October; the average 
consumption in October has thus risen slightly less than propor- 
tionately to the increase in the ration. In both months the average 
consumption was roughly 50% of the ration allowed. Half of the 
families took in May from 354% to 70% of their ration, and in 
October from 31% to 74%. 

The consumption per person of bacon and ham was the same in 
both months, namely 2-6 oz. per week. In May the ration allowed 
was 8 oz. per person, in October 2 0z. In both months, however, 
some kinds of ham and bacon could be bought without coupons. 

The average consumption per person of butter, margarine and 
fats was as follows: 


May October 
: Oz. Oz. 
Butter 3°8 1°8 
Margarine = 4%. 3°6 4°2 
Fats, rationed and unrationed 2:8 2:2 
Total ... Re ame ces Or? .. G:2 


Thus the average total consumption of fats in May was 128% of 
the butter ration (8 oz.) and in October 102% of the combined 
ration of butter, margarine and cooking fats (8 oz. together). The 
fat consumption of half of the families ranged in May from 92% to 
175%, and in October from 85% to 125%. 

Of the 66 families, 60 bought their full butter ration of 2 oz. in 
October, or even slightly more, and 6 bought none at all; six of 
the families bought no margarine, and ten bought no other fats 
(rationed and unrationed). 

The consumption of tea per person was 1-79 oz. per week in May, 
and 1-94 oz. in October. Practically all the families bought their 
full ration of sugar both in October and in May. 

The above discussion of the consumption of rationed foods refers 
only to the 66 budgets of comparable families. The next Table (V) 
compares the consumption of all the 106 families in October with 
the consumption of the 163 families who supplied budgets in May. 
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TABLE V : 
CONSUMPTION PER WEEK OF RATIONED Foops! 
May October 
(163 families) (106 families) 
Meat (per ration) ... See. SUPRGYS 13°6d. 
Bacon (per person) ... cee 2-7 OZ 2°8 oz. 
Fats: 
1. Butter (per person) ss ©.) 0. 7°8 oz. 
2. Margarine (per person) 4°0 02. 4°3 0%. 
3- Rationed Fats (per person) I°0 02. 
I, 2, 3 and unrationed fats, 
together... ee pomLO:010Z¢ 8-2 oz. 
deans in “ee sant nes «O75 1°Q Oz. 


In a subsequent article we intend to discuss the October budgets 
from the viewpoint of nutrition. 
A. L. Bow.ey. 
T. Scuutz. 


- ASPECTS OF THE SHIPPING QUESTION 


It is possible to estimate the war-time changes in our shipping, 
our capacity to import, and the standard of consumption as affected 
thereby, only in a broad manner. The reason is that many data 
necessary to a complete account are not available, especially those 
which bear on the interaction between naval and mercantile 
shipping. 

The peace-time standard of consumption was related to a certain 
volume of imports, and therefore to an amount of available shipping 
tonnage. The effect of war can be considered in two ways: either, 
what tonnage we must have in order to maintain the peace standard 
of living, or, how far that standard must be reduced in view of the 
tonnage we are likely to have available. 

War affects the amount of tonnage, first, by direct enemy action 
against it, and second, by certain coefficients of efficacy, depending 
on changes made by war in the conditions of service of shipping. 
These coefficients are due to changes in length of routes, speed of 
service, and use of cargo space. The effects of marine losses and 
obsolescence continue, but the extent to which they are affected by 
war is relatively less. 

It is proper to relate the problem to the last pre-war year, as 
giving a standard of consumption connected with a given volume 
and conditions of shipping. It is also proper to write off now the 
results of the first year, since the conditions were not the same 
before and after the invasions. We can try to make an account for 
the current year, and can hardly look further. _ 

As compared with the last war, the outstanding fact is that we. 
are supplying these islands by a long-distance trade. Then, we 


1 In May only meat, bacon and butter were rationed. 
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had both the liability and the asset of a near trade with Europe, in 
munitions, food, and coal. All our routes are now long, and of these 
the Mediterranean route is changed for a longer one, but some of 
the very longest may have been shortened. 

Let us write off the first year. The Minister has stated that by 
the end of it there had been a reduction in the volume of our imports 
from six million to under five million tons a month, which means 
about 20%. This fall in cargoes had to come mainly out of non- 
essential consumption. We shall not recover the reduction of the 
peace standard of consumption which this fall in imports repre- 
sents, but it may have some offset in increase of home production, 
although that is only likely to come into our food assets in the 
current year. 

Because of special features of the first year, this. reduction does 
not appear to have been due to a deficient supply of tonnage at our 
disposal. The amount of our own tonnage which was really available 
for ocean trade is affected by questions of size of ships, and specializa- 
tion of ships to certain cargoes. Whatever that amount was, it has 
been officially stated that its losses from all causes were replaced at 
the end of a year by captures, seizures, charters, and building. It is 
also a definite figure that we had, by the same date, about 7 million 
gross tons of Allied shipping at our disposal. What had this acquired 
tonnage to represent? In our normal trade, the entries with cargo 
of all shipping amounted to 1-7 times the entries of our own ship- 
ping. I do not think that, of our available pre-war ocean tonnage, 
less than 12 million was engaged in cargo trade of some kind, so 
that our acquisitions would only give us an addition of over 60% 
of our own entries. But in normal times, we had about one-sixth 
of our tonnage idle, and the full use of this would leave us nearly as 
well provided as before, so far as mere tonnage was concerned. Our 
acquisitions had to make up, by working specially for us, for the 
loss of the service of enemy and other tonnage. With the fuller em- 
ployment of war-time this could be done, so that the loss of 20% 
which corresponds to the Minister’s estimate was mainly due to 
other causes than mere tonnage; and, as sinkings have been allowed 
for, these causes are the net result of the war-time coefficients of 
efficacy. 

But the conditions were not uniform in the first year, and Italy 
did not enter the war till well on in the second half of it. The 
position in September 1940 was not fully adjusted to the conditions, 
especially as regards distance, which are now established. For the 
current year, we have to reckon independently against 1938 the 
full effect of the war-time changes, starting with a tonnage which 
may be taken as equivalent to the service of 1938. This full effect, 
less 20%, will indicate what further fall in importing capacity we 
must expect this year, but only if we maintain our tonnage against 
losses by enemy action. 
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My conclusion is that at least 30% represents the probable 
deduction against 1938, if we maintain our tonnage. It is reached 
as follows. The Minister has stated that in September the <ffect of 
the factor of distance had been offset by the addition to our dis- 
posable tonnage. We in fact needed that addition to offset the loss 
_ of enemy and other service; but his statement gives a line on the 
loss by distance. The increase in our whole tonnage in a year was 
40%. This would offset a loss by distance of 30%; unless the 
Minister meant that it was 40%. In either case, it is a surprisingly 
low reduction. The routes we have lost were the short ones to the 
Continent, and a glance at a map will show that the products 
concerned have now to cover a journey which seems to average 
four or five times its former distance. But the longest routes have 
probably been shortened; e.g., if America takes the place of Austra- 
lia or the Argentine. And some products now come from home, at 
zero distance. Only on a complete view of the changes, and of the 
routes which remain as they were, can the net reduction be appreci- 
ated. 


TABLE 
British Gross Tonnage, December 1938 
Total... af ..» 17-7 million 
100 and over che gel T° hh cs 
BOO" 55 expe hO" Tames 
1500 ,, saat gl Bi Gwen's, 
Trade Routes (Entries) %, 1938 
All With Cargo 
North Europe (to Belgium) ... 35-0 27°5 
Atlantic Europe (France, Spain) 16°5 125 
Mediterranean Routes ip ah S 18°5 
Americas as was See, 33°5 
Eire and others 8-0 - 8-0 
Entries by Nationality, 1938 (million tons) 
“ oie wir With Cargo 
British... ee A: ius 215070 39°0 
Allied (or now available) seve 12077 152 
Enemy ... 3 ae ihr? 5:0 
Other non-available ... ©... 13°0 9:0 
Wotalar.,. am G2 68 


It has been publicly estimated that convoy reduces efficiency by 
some 25%. As far as possible convoy is arranged for ships of similar 
speeds, but there are great delays in turning round, and in assem-_ 
bling for convoy. J ; 

What is eee offset these formidable losses in efficacy? Mainly, 
the fuller use of cargo space. Of 92 million entries in 1938, only 
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68 million tons came with any cargo. Now, it was in the short 
distance trade that this loss was greatest. The longer the route, the 
fuller the use of cargo space. In the near Continental trade there 
were 52% of all entries, but only 40% of the entries with cargo. 
On the Mediterranean route the ratios are 15 and 18; for all the 
Americas, 26 and 33. In the whole long-distance trade, 37 out of 
39 million tonnage entries were with cargo. This difference was due 
partly to the short-distance passenger trade, partly to ballast 
entries in the short-distance. coal trade. At Cardiff, Swansea, and 
Newcastle taken together, cargo was as low as 40% of arrivals; ai 
Methil, 11°%. Under a Control, the passenger trade is restricted, and 
ships will bring not only cargo, but the fullest pessible cargo. That 
is the hidden reserve of public as against private trade. The limit 
of this advantage is, of course, well within the 35% difference 
between all entries and those with any cargo. Some passenger trade 
must continue. But there will be fuller cargoes and also fuller 
employment of ships. I am not supposing that all this does more 
than offset the loss by convoy and obsolescence, namely, about 30%. 

The factors work together in such a way as, in my opinion, to 
make the ratios additive. This leaves the loss against pre-war of 
30% by distance uncovered, even if we maintain our new tonnage, 
or a further fall of 10% in the current year. The effect on the 
standard of consumption will depend on the extent of possible 
maintenance, the priorities, and home production. But this estimate 
is a severe Minimum, and it does not allow for subsidiary factors of 
which no estimate is available. 

But if we are to maintain our tonnage, at the present rate of 
sinkings, we shall have to acquire by all methods much more than 
the 3 million tons which was even recently considered a formidable 
proposal. We have, on the way to this, the disposal this year of 
Greek tonnage,-about one and a quarter million, after deduction 
of what we were already chartering. The capacity of our yards 
cannot give us 2 millions, in view of Admiralty requirements in 
space and labour. In March, 70% was on Admiralty work. In the 
recent debate in Parliament, one and a third millions was said to 
be our aim. It appears that we are increasing the efficiency of our 
slipway capacity by building some standard ships rapidly on 
Government account. But we must, as we are doing, buy abroad, 
thereby also saving the import of materials. The elasticity of 
American building is very great; it increased to eightfold in the 
last war. Much of our acquisitions from this source will be needed 
soon to bring in the new supplies of munitions. I do not think that 
the standard of consumption is likely to fall by any less decrement 
than in the first year. In a third year of war, when both ships and 
munitions are in flood, the problem of exchange will be the vital 
one. 


D. H. Maccrecor. 
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THE ACCUMULATION OF RAW MATERIAL SURPLUSES 


The effectiveness of the British blockade has resulted in almost 
the whole of European markets having ceased to absorb overseas 
products. The problem of commodity surpluses, not new and never 
solved satisfactorily, has become more urgent, and demands that 
immediate measures should be taken lest serious economic and 
political consequences should arise in the Empire as well as in the 
Latin-American countries. 


THE DisTRiBuTION OF Raw MarTERIAL Exports 

Axis-dominated territory, while importing negligible quantities 
of tea and sugar, absorbed one-quarter to one-third of certain im- 
portant raw materials, and in the case of wool, natural phosphates 
and ground nuts 40, 45 and 80% respectively (Table I) of total 
exports. If Japan should join the Axis powers more actively than at 
present, exports of cotton, natural phosphates and wool would be 
mainly affected. In 1937-38 Japan took, for instance, 50% of 
Indian raw cotton and 9% of Australian wool exports. A variety of 
circumstances will influence the degree to which U.K. and U.S.A. 
can act as substitute markets for the surplus accruing. U.K. and 
U.S.A. together absorbed in 1936-38 (average), in percentage of 
total non-European exports: : 

5—24% of rice, natural phosphates, ground nuts, 

25—49% of cotton, naturai and synthetic nitrates, maize, 

50—74% of wool, wheat, coffee, cocoa, rubber, tea, 

75—85% of sugar, raw silk, tobacco. 
No doubt the probability of the U.S.A. and the U.K. absorbing 
immediately the surplus of commodities for which up to now they 
have offered only limited possibilities for marketing is small, while 
importations of commodities of which a high percentage has been 
consumed by the two great democracies are now restricted in the 
U.K. by resources of foreign exchange and shipping space. 

We have to face the fact that there will be no market for many of 
the commodity surpluses, and the usual assumption that stocks 
accumulating during three or four years could easily be disposed of 
after the war should not be made without strong reservations. 
Taking into account the growth of productive capacity since the 
last war,? it should be possible to satisfy the demand in the first 
post-war years by current unrestricted production.® 

Although the cheap raw material prices act, at present, as a brake 
on the rising British price level, the continuous pressure of supply 
on the world market for the duration brings with it the danger of 
creating slump conditions. Finally the throwing on the market of a 

1 All countries under German and Italian occupation as well as unoccupied 
France and French Colonies adhering to Vichy. ; 

2 Increased by the drive for'self-sufficiency by the belligerents in the present war. 

3 The more so since there will probably be a shortage of Shipping space and time 
must elapse before the economy can get back on a peace-time basis. 
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TABLE I 


DisTRIBUTION OF RAw-MATERIAL Imports AND Exports, AVERAGE 1936-38, 
By VOLUME! 
ee 


; : 
Main Exporting | Total Exports | Percentage distribution of exports to 
Commodity Countries? in 000 metric 


15 
(Non-European) Hears Powers | Japan| U.K. \U.S.A. 


Ground India, Fr. West Af- 


-Nuts rica, Br. Afric. : 
poss., China 1860 808 - 10 - 
Natural U.S.A., Egypt 1620 45 30 5 5 
Phosphate 
Wool Australia, New Zea- 
land, Argentina, 
U. of S. Africa 960 40 10 40 10 
Maize Argentina, U. of S. 
Africa, French 
Indo-China fob cere) 35 - 35 10 
Wheat Canada, Argentina, 
Australia, U.S.A. 9930 30 2 45 10 
Tobacco U.S.A., Dt. Indies, 
Turkey, Brazil 320 30° ° 35 5 
Coffee Brazil, Colombia, 4 
Dutch Indies 1260 30 - 2 60 
Nat.& Syn: : 
Nitrates Chile I51I 30 5 5 40 
Cotton U.S.A., India, : 
Egypt, Brazil 2887 305, 41) 25 25 fe) 
Rice India, French Indo- ; 
China, Siam 4801 25 fe) 5 fe) 
Cocoa Br. West Africa, 
Brazil, Fr. West 
Africa 560 25 2 20 40 
Rubber Br. Malaya, Dt. ; 
Indies 1075 20 5 Io 50 
Raw Silk ‘| Japan 33 10 - 5 80 
Tea Br. India, Dutch 
Indies, Ceylon 427 5 - 50 10 
Sugar Cuba, Philippines, 
Dt. Indies, Austra- 
lia 5078 5 5 25 5° 


three years’ commodity surplus at the end of the war would cer-: 
tainly not contribute to the necessary economic stabilization. The 
unrestricted accumulation of commodities will, after the war, turn 
out a blessing for the starving countries of Europe but may also be 
a curse for the raw-material producing countries and the level of 
world market prices. On the other hand, immediate distribution of 
_ surpluses on welfare principles and governmental marketing will, 


1 The figures are taken from the importing countries. 
2 In order of magnitude. 


®i.e., 80% of total exports went to Axis powers. 
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under present economic conditions, not be sufficient. There seems 
_ to be no easy solution of the problem if the unsatisfactory way out 
of restricted production is to be avoided. 

The financial measures necessary will not be discussed here, but 
an estimate of the magnitudes involved might be of interest. _ 

If we take total exports? to countries under Axis domination, the 
loss approaches 1,600 million gold dollars annually, if based on 1938 
data. Exports of about 740 million gold dollars will be lost by the 
Western Hemisphere (excluding Canada) while the British Empire 
and unoccupied Friendly Allied Territory will be deprived of 
markets for exports of nearly 720 million gold dollars. 

But for our purpose it is better to exclude the U.S.A. and the 
U.K. which imported mainly manufactured and semi-manufactured 
goods. Among the countries of the British Empire and Allied 
Powers, Nigeria, Egypt and Dutch Indies lose with the Axis- 
dominated markets about one-third of their exports, while Ireland, 
New Zealand, Canada, Ceylon and U.0o.S. Africa are not seriously 
affected. Of the Western Hemisphere, Argentine and Brazil ex- 
ported more than one-third, Mexico, Colombia, Peru and Chile 
one-fifth to one-fourth of their total exports to Axis-dominated 
territory, while Cuba, Venezuela and the Philippines suffer little 
damage. Among the larger countries of the Middle and Far East 
only Turkey represented an outstanding trade partner of the Axis 
powers, sending them 64% of her exports.* The total loss of the 
countries enumerated in Table II amounts to: 


British Empire eas .-» 390 million gold dollars. 
Western Hemisphere re pere |: yes sp % 
Middle and Far East bo. FB sas 3 op 


Although these sums do not include trade losses due to restricted 
imports of the Allied Powers they are, compared with the total war 
expenditure, of a magnitude which should make it possible for the 
common efforts of U.S.A. and Great Britain to solve the immediate 
financial problems created by raw matefial surpluses. 


1 Loans could be issued by suitable banks in the British Empire, which if not yet 
existent could be created. With these loans stocks of a reasonable magnitude could. 
be paid for without straining the foreign exchange resources of the U.K. At the 
same time an Equalization Fund could be created for compensation of losses caused 
by restricted production or due to the existence of unsaleable goods which had 
neither been absorbed by normal market demands nor by Government purchases. 
The Fund could partly be financed by the above loans, partly by general levies on 
the trades concerned. a 

2 Of countries with a yearly pot of about 50 million gold dollars or more, 
therefore including U.S.A. and U.K. - : “a 

3 The new AnglctTarkich Trade Agreement may modify substantially this. 
statement. 7 : 
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Taste II 


Exports or Raw MATERIAL Propucinc COUNTRIES, BY VALUE; PERCENTAGE 
DisTRIBUTION. AVERAGE 1936-38 


Value| Percentage of Value Percentage of 
of Ex-| Exports to nt es a Exports to 
oO ———— Coun p= = = 
tee bun U.S.A., U.K. inMn U.S.A., U.K. 
| gold $|A*is | Canada gold $ Ca: 
SSS ee ee 
Nigeri es 61 51 Argentina 341 | 37 44 
ae oe a a 38 Brazil «idl TQE22g6 47 
Dt. Indies 247 | 31 22 Chile Ae 88 | 26 39 
Br. India ... | 478 | 18 44 Peru ~~ <.... 50 | 26 52 
Australia ... | 319 | 16 61 Colombia ... 56 | 23 64 
Br. Malaya 240 | 14 54 Mexico... | 128 | 20 71 
U.o.S. Africa | 323 | 10 81 Philippines 84 6 84 
Ceylon, ~*..7| 120 8 67 Venezuela... | 141 5 31 
Canada... | 611 7 80 Cuba seep | TOAG | gt 
New Zealand | 137 | 5 87 Wau =. alee ar 
Ireland... 66 5 93 Hemisphere 
a eee | eee | (xe Canada) ir 183 
ae ‘Turkey? 3 62 | 64 18 
Pete Eee Iran .. | 85 | 18 32 
ee China ad, je2On era: 31 
Allies ‘4 ... [2684 Iraq = pelle) 51 
Cede Middle and 
li.e., 36% of Nigeria’s exports went Far East ... | 279 
to Axis Powers. 
S. Moos. 


EARNINGS, 1938 AND 1940 


The Ministry of Labour has published a comparative statement 
of earnings in October 1938 and July 1940. The report relates to 
industries which in 1938 included about half the insured population, 
or two-thirds if Commerce, Distribution and Services are excluded 
from the total. The principal industries not yet dealt with are 
Agriculture, Mining, Transport, Chemicals, Bricks and Pottery. 
A supplementary report may be expected. 

The rates of increase vary greatly between the 66 industries for 
which averages are stated. The increase is over 40 per cent. for 
electrical and for marine engineering, for motors and aircraft, ships 
and tools, for cotton and for Public Works, but under 10 per cent. 
for eleven industries. 

The averages stated are apparently those of the returns actually 
received, the numbers of which are not necessarily proportional to 
the numbers employed. If we weight the industries by the numbers 
of insured persons in 1938 we obtain the following: 
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Sa a eee a 
Average Weekly Earnings 


Industrial Group Oct. 1938 Fuly 1940 Percentage Increase 
shillings (a) (6) 

Metal Production... 6971 g0°5 31 = 
Engineering ... wee 59°3 83-2 40 — 
Vehicles ao ans 69°8 103°I 48 — 
Ships ... ase aes 59°9 90°7 53 a 
Metal Industries an 49°1 66-7 36 — 
Total Metals 2 59°6 89-6 40 43 
: 43 
Textiles aoe See 37°6 48-7 30 29 
Clothing 5 eis aoe 34°6 39°2 13 13 
Food, Drink, Tobacco 46°7 53°7 15 15 
Wood, Furniture sa 52°5 60-4 15 17 
Paper, Printing mais 58-1 60°5 4 3 
Building, Contracting 61-2 80-7 32 32 
7. | eee 52-1 67-7 30 _ 


(a) From previous columns. - (6) As in Ministry of Labour Gazette. 


The Economic Service index of wage-rates for these industries 
combined shows an inerease of 12} per cent. in this period. This is 
raised by overtime, night-work, bonus, etc., to 30 per cent. 

A rough computation, mainly based on wage-rates, for the in- 
dustries not included, suggests a lower rate of increase for them, and 
a general rate for all manufacture, mining, transport and agricul- 
ture of about 25 per cent. 

But we have not the complete story for lack of knowledge of the 
numbers employed at the two dates. No doubt the numbers in the 
munition industries, whence the increased rates of earnings are 
greatest, have increased relatively, and therefore the increase of the 
average for those employed in all the groups together by 30 per cent. 
is a minimum estimate. 

In the same period the official Cost of Living Index rose 21 per 
cent. (24 per cent. if corrected for seasonal variation). We may 
deduce that in many industries earnings increased more and in 
others significantly less than retail prices. , 

The statements of very high earnings that appear from time to 
time evidently refer to exceptional cases, for the highest average 
among the 66 industries in July 1938 was 106s. 5d. per week in 
motors, aircraft, etc. 

A good deal more information is needed before we can trace the 
whole movement during the past two years and estimate the change 


in the National Wage Bill. 
A. L. BowLey. 


1It will be remembered that an earlier account of wage-rates and earnings 
(Economic Journal, June-September 1940) showed a general average increase of 
earnings over a wider range of industries of 16 per cent. from March 1939 to 
March 1940, while the wage-rate index rose 9 per cent. 


16 BULLETIN AND DIARY 


THE NEW BILL FOR WAR DAMAGE COMPENSATION 


The compensation schemes for damage suffered by buildings and 
_ other immovable property, by movable assets of business under- 
takings, both of which are compulsory, and the voluntary scheme 
for insurance of ali personal chattels, have been introduced in the 
House of Commons. The Government is to be congratulated on 
its courage in repudiating the advice of its pre-war experts at a 
moment when air-raid damage is increasing at a considerable rate; 
at the same time several of its provisions are open to criticism. 

The limiting factor at present in compensating for war damage 
is not financial, but technico-economic.1 The financial compensa- 
tion by the Government, whatever its amount, does not constitute 
any additional burden on the community as a whole; it merely 
redistributes the loss between its members. 

In war-time expenditure on repairing or restoring damaged 
property must be limited, because of the scarcity of supplies and 
man-power available for this task. The Bill as it stands acknow- 
ledges this principle negatively only. The War Damage Commis- 
sion is to determine whether it is in the national interest to repair 
or restore a damaged property at once. Hence the limitation of 
effective compensation to the available productive capacity is safe- 
guarded. In case of property which is not essential to war—i.e., 
which will not be restored now—or in the case of property where 
the cost of restoration at current prices would exceed the value of 
the building when repaired, the principle of full compensation after 
the war is completely abandoned, and the Treasury reverts to the 
old principle of trying to limit the liability of the State in order to 
safeguard its ‘‘ solvency.”’ It is provided that in these cases com- 
pensation should be on the basis of the value of the building at 
March gist, 1939, prices. In so far as the financial policy of the 
Government has already led to a substantial inflation of prices and 
is likely to lead to a further and even sharper increase, this provision 
is likely to involve hardship on people of the poorer classes. 

The houses belonging to the poor are less well-built than those 
belonging to the rich. They stand, moreover, generally in more 
dangerous areas. This provision of the Bill will therefore work 
hardship on the small owner of property who concentrated his 
savings to buy his house, as it is more likely to be destroyed com- 
pletely. In so far as the compensation for damage of the latter 
category is not to be paid now, and even the interest accruing on it 
remains blocked, the poorer are likely to suffer further hardship in 
contrast to people who have other assets and thus can safeguard 
themselves by replacing their house pending compensation pay- 
ment. Nor is it equitable that the interest accruing should be 
fixed at as low a rate as 24%, because it is notorious that rent, 
especially of smaller houses, represents a vastly higher percentage 

* Cf. “ Compensation for War Damage ” by T. Balogh (Vol. 2, No. 7). ’ 
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of the capital value, and with increased loss of house property, will 
tend to rise further.1 The richer people are in more fortunate 
position even in this respect because they can find replacement of 
their houses by renting at rents which are in a fairer relation to the 
interest “‘ accruing” on the compensation payment, and also be- 
cause they are obviously able, without undue hardship, to econom- 
ize on housing accommodation and thereby avoid excess loss. 

Even more unjust seems the basis for levying contributions: the 
cost of insuring private houses is very much higher than in the 
schemes for industrial property and chattels.2 The amount to be 
contributed is based on the net Schedule A value or the rateable 
value of the house. But these values are established mainly on 
the basis of floor space, and not on the basis of capital value. It 
is notorious that smaller and badly built houses tend to have 
a disproportionately lower rateable value than those executed 
on more generous lines, therefore contributions will fall, even 
relatively to the eventual compensation, far more heavily on the 
poorer than on the better-to-do. Those with higher incomes, more- 
over, are obviously more able to bear the additional taxation 
implied in a compulsory scheme than the poorer classes, who ipso 
facto spend a far higher proportion of their income on housing than 
the richer people. 

The compensation scheme should be amended in the following 
way :—a. It should include immediate full financial compensation 
for the damage of house property with the additional provision that 
in gu far as the sufferer is not allowed to execute repairs or does not 
succeed in replacing his property by buying an existing house, he 
should retain the right for revaluation of his claim as and when 
de-control will allow him to obtain replacement. 

b. The compensation should be paid in blocked bonds. These 
blocked bonds should carry an appropriate rate of interest. This 
interest should not be blocked, so as to enable the sufferer to obtain 
new housing accommodation without having to rely on “ charity.” 
The rate of interest should be fixed differently for damages to houses 
up to, say, £1,500-2,000, in which case it should be fully sufficient 
to enable the sufferer to obtain adequate lodgings for the interest 
paid—say 5 or 6% per annum. In case of damages above that 
sum it should be reduced on a sliding scale, reaching 2% at, say, 

10,000. ; 

The blocked bonds should be usable for repaying mortgages or 
any other personal capital liabilities of the damaged person, the 
repaid creditor having in his turn the right to petition the Authori- 


1 It is certain that the cost of insurance will also be shifted onto the tenant. _ 

2 The anomaly in the latter case is somewhat reduced by the fact that a ceiling 
of £1,500 (+ £500 for a motor-car) is fixed and eas people below a certain 
income level (£250 for unmarried and £400 for marri ) are to receive the grant 


for providing themselves with necessary household articles. 
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ties to unblock the bonds in suitable cases. The War Damage 
Commission should also have the right to free the whole or parts of 
the bonds by licence for other purposes (purchase of existing 
houses). This provision would replace and extend the provision of 
temporary loans up to £500 or £1,000 as provided at present. 

c. Contributions to the scheme should not be based on value of 
the insured property at all. Why single out a certain kind of asset 
for the purpose? It would be very much preferable to put the 
burden on the General Budget itself and the contribution of the 
State now fixed at 50% is an acknowledgment of this view. Ifa 
further widening of the deficit is repugnant to the Treasury, a 
general tax on property in all shapes and forms should be instituted 
on a progressive scale. 

T. BaLocu. 


DIARY 


Three Weeks ending December 14, 1940. 
FINANCE 

The rate of Expenditure on Supply Services which was fairly 
stable at £3,500 millions per annum in the second half of the year 
up to the end of October jumped in November to £4,200 millions 
per annum. A certain (rather minor) part of this increase may be 
accounted for by the rise in prices of goods being essential com- 
ponents of supplies for Government needs as, for example, steel. A 
considerable item in the rise in expenditure is probably connected 
with aerial attacks on this country: the cost of evacuation and 
compensation, of building and outfitting of shelters, of clearing of 
debris and immediate repairs, etc. Finally a part may represent a 
rise in the volume of equipment contracted for the fighting services, 
in particular in the U.S.A. 

The rise in Government expenditure aggravates, clearly, the 
financial situation, which was ‘inflationary’ all over the second half 
of the year, but to what extent it is difficult to estimate at present, 
owing to the uncertainty about the probable trend in supply of and 
demand for consumption goods. Here again the repercussions of 
bombing are an important factor. On the supply side it exerts an 
adverse influence upon imports and output. It creates a demand for 
goods required by the new way of life; but on the other hand it 
reduces perhaps even to a greater extent the purchases associated 
with more or less peaceful existence. Further bombing causes a shift 
of income from ‘dangerous’ to ‘safe’ areas; and the new income 
inequalities thus arising are likely to depress the average ‘propensity 
to consume.’ 

Should the Treasury insist on this basis it should at least levy on the capital 
values. The argument that this would mean an intolerable administrative prob- 


yaa 5 refuted by the fact that this principle has been adopted for the case of 
chattels. 
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The position in the Budget deficit financing in Nc . 
shown ky the Table below: ote ees ae 


GOVERNMENT BORROWING (+) or 


REPAYMENT (—) £Mn.1 September Octob 
Tap Bills + Ways and Means Advances ... -, 73 “ ; a tio : 
Tender Bills ... ES sis sie a o + 5 + : 
Treasury Deposit Receipts ... he eee ee Od, + go + 6o 
re ey es 2 0 Pe 9 
Floating Debt <u ais ae ween VEO 
2$% National War Bonds ... bas wee of is = es 4 a 
National Savings Certificates + 3% De- 

fence Bonds... a8 oe see LO ap 25) + 33 
Other Items ... Se as ae. kts eam + 5 + I 
Ss? _0_0_0_0>$®0_—0—0_0—0—=—=—0—0 Oooo 
Total Borrowing or Repayment... «= + 226 + 247 e201 ae 
CHANGES IN CLEARING BANKS . 
LIABILITIES AND Assets £MNn. 
Deposits net of Balances with other Banks, 

etc. Sas see ee =e -- + 80 + 57 + 50 
Cash Basis... ses ee + 1 — I + 1 
Bills and Call Money tee — a — a = so 
Treasury Deposit Receipts ... + 66 Sp hs) ay 
Investments ... ies is + 15 + 26 + 20 
Advances .- = erG — 3 10) 


The rise in tap bills and Ways and Means Advances—which in 
October was near to what might be expected on the basis of the 
current balance of payment and the current lending capacity of 
Savings Banks, Unemployment Insurance Fund, etc.—was in 
November (as in September) considerably above this level. It is 
impossible to give any well-founded explanation of this divergency: 
it may be due to advance payments or capital expenditure by the 
Government in the U.S.A. as well as to Public Departments’ selling 
bonds and purchasing tap bills or purchases of these bills by other 
agencies. 

The rise in bank deposits continued, though on a smaller scale 
than in preceding months. However, because of the increase in the 
Cash Basis and the excess of the rise in Investments over the fall in 
Advances, the increase in Bills and Call Money + Treasury 
Deposit Receipts was only £25 millions. Government borrowing by 
means of tender bills and Treasury Deposit Receipts amounted to 
£64 millions, which means that as usual a great part of short-term 
lending was done outside Public Departments and Clearing Banks. 
And with only a nominal increase in tender bills and Treasury 
Deposit Receipts sold chiefly to Clearing Banks this must have been 
reflected—as in preceding months—in the further reduction of . 


Clearing Banks bill portfolio. 
1 The official figures are published at 4 and 5 weeks’ intervals; the figures given 


in the table are reduced roughly to the monthly basis. (This was not done, how- 
ever, in the table published in the last BULLETIN.) 
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Foop Po.icy 

The Minister of Food has announced that the New Year will 
find us “ living hard,” but that we shall not have to go hungry. 
We shall, however, have to deny ourselves luxuries. This is obvi- 
ously necessary. But to obtain the maximum output in war 
industries it is of vital importance, first, that the workers should be 
properly fed and, second, that they should feel assured of an equit- 
able distribution of the available consumption goods, in particular 
of foodstuffs. 

At present, the system of rationing covers only a fraction of a 
person’s nutritional requirements. Assuming that the daily amount 
of calories needed by a family with young children is 2,800 per 
person, and that the average amount of protein needed is 2-4 oz., 
the weekly rations of meat, bacon, fats, and sugar supply sufficient 
calories and proteins for about two days, and rather less in the case 
of a family having a high proportion of adults. A large quantity 
of the additional calories needed per week is derived from the 
consumption of bread, cereals, and potatoes. These foods also 
provide a considerable amount of so-called ‘‘ second class ”’ proteins, 
that is proteins of other than animal origin. With the addition of 
well-prepared vegetables and some milk, cheese, fish and un- 
rationed meat foods, it is still possible for the intelligent housewife 
to devise a satisfactory diet at moderate cost. 

But the range of foodstuffs obtainable by families with limited 
incomes is gradually declining. This in itself may lead to under- 
feeding, as the desire for a more varied diet induces people to spend 
money on more expensive foods of which the nutritional value is 
small compared with their price. The problem becomes in some 
respects even more serious in the case of children, for whom fresh 
fruit, for instance, is particularly important. Price-controlled 
bananas and oranges have practically vanished from the market, 
and eating-apples cost at least 8d. a pound. There seems little hope 
either that the supply of fruit will increase in the near future, as we 
have now stopped the imports of all fruit, except oranges, and these, 
the Ministry of Food informs us, will only be available ‘‘ in small 
quantities.” Cheese of the price-controlled varieties is scarce, eggs 
can be obtained, if at all, only in very small quantities, tinned milk 
is no longer on the market, and the supply of fresh milk is being 
restricted, even to children at school. 

It is futile to complain ofa situation which is due to an emergency, 
but the Ministry of Food should do everything in its power to 
alleviate it. Meat imports should be curtailed in favour of foods 
which are more essential for the nation’s health, such as cheese, 
milk (tinned and dried), eggs (in shell and dried), and fresh fruit. 
It has been stated that the Ministry of Agriculture is giving priority 
to the production of milk and that in the allotment of feeding-stuffs 
dairy farmers will obtain preferential treatment. This statement is 
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very vague, as it does not contain any quantitative terms. A clear 
decision should be made in favour of milk production and, if 
necessary, fattened cattle be slaughtered and the meat stored either 
salted or in some other form. 

To ensure a great equity in the distribution of foods the rationing 
system should be extended so that a sufficient supply of nutritional 
requirements is guaranteed to everybody. 

It is natural that the workers should continue to press for increases 
in wages as price control and rationing are insufficient to keep 
necessary and semi-necessary commodities within their reach, while 
these commodities remain available to those with bigger purses. 


Tue Coat LEvy 


The text of the agreement between the Mines Department, the 
Central Council of Colliery Owners and the Mineworkers’ Federa- 
tion has been published in a White Paper issued by the Mines 
Department. 

The actual levy, which will .be included in price, will vary 
according to the amount found to be necessary from time to time, 
subject to a maximum of 6d. per ton. Payment will be made at 
a flat rate not exceeding 3s. 6d. per ton, “‘ to any colliery under- 
taking whose sale of coal is impaired by the war in respect of the 
tonnage by which its sale in each quarter falls short of that propor- 
tion of the national sales which it supplied in the corresponding 
quarter of 1939.” 

The scheme therefore takes no account of individual profit or 
loss but only of the difference between actual sales and what those 
sales would have been if a colliery had maintained its 1939 propor- 
tion of the coal trade. 

Criticisms of this and the market sharing schemes were made 
here at the time they were proposed. It is now revealed that owing 
to losses of markets and difficulties of transport a considerable 
section of the industry is working short-time. Little else could 
surely be expected from schemes which spread output between 
efficient and inefficient pits and between pits which were readily or 
not readily accessible to markets. The only economic criterion in 
war-time is efficiency, the main transport criterion, distance, 
subject, of course, to military demands on the railways. If it is 
essential to preserve pits rejected on one or both of these grounds, 
it would surely be better to place them on a “ care and mainten- 
ance ’’ basis by means of direct subsidies from the Exchequer. 


ERRATUM—BULLETIN Vot. 2, No. 10 


“ Toe THIRD QUARTER ” > 
In the fourth line of the article, “£2070 millions” should read “ £2400 
millions.” 
EDITOR OF THE BULLETIN. 
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